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OUR TRANSPORTATION PROBLEM. 

The railroad horse has been a faithful beast of 
burden for American commerce. He has pulled its 
commodities from the Atlantic over the AUeghenies 
in the east, across the fertile central prairies, the 
blistering plains and arid deserts of the west, over 
the Rockies, Sierras and Coast Range to the Pacific 
and through the great central Mississippi Valley 
from the Great Lakes and Canada to the Gulf. 
Heretofore he has never balked. When we have 
given him the word, he has always pulled, steadily 
and effectively, whether across bog and swamp or 
over steep hill and high mountain. 

At times he has kicked over the traces at his 
driver, but at the word to go he has always pulled. 
At times he has been found in the public cornfield 
getting more than his allotted feed, but he has been 
charged with eating com that in fact went to fatten 
the hogs of the Manufacturer, the Farmer, the 
Miner, the Packer and the Merchant. He has never 
been foundered by overfeeding. 

He is a valuable animal, having cost us some 16 
billion dollars. He requires the work of 1,800,000 
Americans in maintaining and serving him. It costs 
us about 314 billions of dollars a year to feed him. 
His welfare is therefore a matter of very great 
economic importance to us. 

If for only a week or so he should refuse to pull 
we would freeze and starve in the big cities, our in- 
dustrial plants would close, our lamps remain unlit 
at night, our street cars stop ; we should have to con- 
fine our journeys to short distances. He is most 
essential to our social comfort and our business wel- 



6 GOVERNMENT PARTNERSHIP 

fare and it is very important therefore that he 
should continue to pull steadily and effectively. 

He is faltering now for his spirit has been broken 
by the Politician and the Ignoramus who have beaten 
him unmercifully with the sticks of Political Trick- 
ery and Stupidity. We must look after our horse 
more carefully if we are to get our truck to market. 



Railways are the arteries of commerce, the most 
important highways of the country. Whatever in- 
jures the business of transportation injures all busi- 
ness; serious injury to either brings disaster to all 
of the people. 

Railroad business is the best index of the general 
business condition of the country. When business 
prospers railroads prosper. A decline in railroad 
revenue is the first intimation of a slackening in 
trade, an increase in railroad revenue the first indi- 
cation of a revival of general prosperity. 

Our transportation system commands the ad- 
miration of the whole world. Its development has 
been due to the initiative and ingenuity of our most 
forceful men. Self interest has compelled the rail- 
roads to meet and often anticipate in every prac- 
ticable way the needs of business, so that its own 
business might develop. 

Our people are primarily a business nation, ener- 
getic, nervous and insistent. They demand and have 
secured the best transportation in the world. It is 
dependable, safe, flexible and varied enough to meet 
the needs of both general and specialized lines of 
business. Heretofore its standards of service have 
advanced with the tremendous expansion of busi- 
ness and it has been a pioneer in extending into 
undeveloped territory for the purpose of creating 
uew business. 
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The public has demanded low rates and we have 
the lowest rates in the world. It has demanded ade- 
quate facilities and our roads are by far the best 
equipped in the world. The securing of adequate 
facilities, and at the same time granting low rates, 
has taxed the ingenuity of railroad officials to the 
limit. 

Lack of Facilities a Restraint of Trade. 

Adequate facilities demand the expenditure of 
very large sums of money, in most cases. Low rates 
prevent the accuhiulation of a surplus to provide for 
these improvements and betterments and lessen the 
power of the roads to secure additional capital. In 
many instances we have reached the point where 
the granting of low rates precludes the possibility 
of securing the money needed for adequate facili- 
ties. 

Without substantial additions to the facilities of 
existing railroads and extensions into territories hav- 
ing vast undeveloped resources, existing trade can 
not expand and potential possibilities of trade can 
not be realized. That is, the lack of needed facili- 
ties of transportation will bar the expansion of trade 
beyond its present volume. To guard against in- 
adequate facilities and provide for the extension of 
railroads, they must be allowed such rates as will 
permit them to accumulate a surplus from their 
operation and establish a credit, so that necessary 
new capital may be obtained. 

Our Transportation System Breaking Down. 

It is now very generally conceded by those 
charged with the operation of our railroads and the 
informed public, that our transportation system is 
breaking down. The surplus of the railroads had 
very generally disappeared at the end of the fiscal 
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year, June 80, 1914, at the beginning of the Euro- 
pean war. Twenty years ago the railroads were 
able to secure the money necessary to provide addi- 
tional facilities at 4 and 4V^% interest. It is now 
difficult for even the strongest of our railroad com- 
panies to renew their loans or secure new ones. A 
large part of the loans made on bonds and notes are 
at rates varying from 514 to 7 14%, only in excep- 
tional cases can money be obtained at the old rate 
of 4%. 

Evidently something is very seriously wrong: 
with our railroad system as a whole and the solution 
of this transportation problem is the most important 
matter before the public at this time. The present 
prosperity of our railroads is temporary only and 
has been created solely by the abnormal conditions 
produced by the European war. The previous con- 
dition will obtain at the end of the war unless some- 
thing is done in the meantime to remedy the trouble. 

The trouble is evidently fundamental and the 
treatment must be drastic enough to remove the ex- 
isting evil and comprehensive enough to meet all 
requirements of present business and anticipated ex- 
pansion as well as of extensions to provide for the 
development of vast natural resources which have 
as yet been scarcely touched. 

The railroads insist that the present situation has 
been brought about by the repressive policy of legis- 
latures and regulating commissions. While there is 
doubtless some truth in this, it is probable that the 
trouble has not resulted so much from a deliberate 
punitive public policy as from a failure to adjust 
our regulation to a changing commercial and 
financial condition. 

There are some who contend that the railroads' 
difficulties are due to dishonesty and inefficiency 
As a matter of fact, the transportation business of 
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the country, as a whole, in the past ten years has 
been conducted on a high moral plane and in a 
manner as efficient as that of any business in the 
country. There are of course notable exceptions to 
this statement of general conditions in transporta- 
tion, just as there are in all lines of business and 
in all humanly-conducted affairs. 

There is much misapprehension as to transpor- 
tation matters and we must rid ourselves of them 
and be prepared to base our solution on the actual 
facts which thorough investigation will develop. 

Ours is a business nation and when the public 
interest is aroused we may always rely on the com- 
mon sense and fairness of the public in dealing with 
business relations. The public interest demands 
primarily that the railroads be prosperous in order 
that they may serve it efficiently. 

Geographical and Political Complications. 

Our problem is somewhat more complicated 
than that of foreign countries on account of our 
geography and political organization. The larger 
part of our population and our national resources 
are located inland and at great distances from water 
transportation so that the railroads are absolutely 
indispensable to any considerable commerce and in 
consequence railroad transportation is closely allied 
with the business prosperity of the whole nation. 

In this fact lies the necessity for government 
regulation of railroad rates and practices. Neither 
the railroad owners nor the public realized it for 
some time, but regulation was inevitable from the 
beginning, as there can be no commercial or indus- 
trial independence under the conditions in our coun- 
try with unregulated railroad transportation. 
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It must be remembered that this regulation of 
railroads is absolutely essential without regard to 
who owns the railroads, whether government or 
private individuals. This fact has generally been 
lost sight of in the discussion of our railroad prob- 
lem, although it has a most important bearing on it. 
Those who have urged government ownership as a 
remedy for the evils of government regulation of 
privately owned railroads, have failed to perceive 
that government regulation is just as essential under 
one form of ownership as the other. 

The political complication arises from the fact 
that we have a Federal government with very large 
powers delegated to it by the Constitution and 48 
separate states with certain inherent rights. Even 
our smaller systems traverse two or more states and 
our important systems many more. In consequence, 
even the smaller roads have at least three bodies 
regulating their rates and practices, each of which 
is entirely independent of the other. It is too much 
to expect that regulation should be uniform or obtain 
the best results under such conditions and events 
have demonstrated the truth of the biblical state- 
ment that no man can serve two masters. 

Provision for Expansioui Extensions and Non-pro- 
ductive Improvements, 

Fair regulation must not only provide that the 
public is served efficiently and that the owners of 
the railroads are fairly compensated, but it must 
also take into account the necessity for extension 
into territories at present undeveloped. That is, it 
must provide for pioneering by the railroads, if we 
are to develop our natural resources properly. 

We seemed to have assumed that our transpor- 
tation system is adequate for present and future 
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it 

needs. This is particularly the feeling in that por- 
tion of the country lying in and east of the Missis- 
sippi Valley. As a matter of fact there are vast 
areas lying west of this valley containing great 
natural resources which are urgently in need of 
transportation and thousands of miles of railroad 
must be constructed if they are to be properly 
developed. 

Neither is the eastern portion of the country 
amply provided with transportation, as there are 
still many districts which, though smaller in area 
than those just mentioned, are still important and 
needing a very considerable additional mileage of 
railroads to develop their resources. 

A railroad is never finished so long as it serves 
a progressive business people. As a territory de- 
velops commercially and industrially, transportation 
facilities must be improved and their capacity in- 
creased. Increasing density of traffic requires an 
increased number of trains to move it. Increased 
traffic density is caused by increased population 
density. These two factors acting together make 
railroad operation dangerous to the public using the 
streets of the cities and highways of the country and 
the safety of the public demands in many instances 
the separation of the grades of the streets and high- 
ways from that of the railroad. The construction 
required for the abolition of grade crossings pro- 
duces no additional revenue to pay the interest 
charge on its cost. 

Growing cities demand new and larger passenger 
stations and many additional facilities in connection 
with them. The operation of steam locomotives 
through congested city areas must in some cases be 
abandoned and electric traction substituted for it. 
These too are unproductive improvements which pro- 
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duce no additional revenue to meet the increased 
interest charges on the cost of their construction. 

Fair regulation must provide revenues for meet- 
ing expenditures incurred in connection with all 
non-revenue producing improvements. 

Elements of Problem Summarized. 

In order to consider our transportation problem 
intelligently let us state here some of the funda- 
mental facts concerning it: 

Railroads, being the arteries of commerce, are 
the most important highways of the country and are 
indispensable to our social welfare and business 
prosperity. 

It follows from this that government regulation 
of railroad rates and practices is essential to our 
social and commercial independence. 

Such regulation must secure for the public rea- 
sonable rates and fair practices in the movement of 
commerce and the traveling public. 

At the same time, it must protect the rights of 
private property invested in railroads, assuring to it 
a fair return on its investment. 

The present railroads must be properly equipped 
and maintained to render efficient public service; 
regulation must provide rates that will produce a 
revenue sufficient to meet this cost of maintenance 
and equipment. 

As the capacity of transportation facilities marks 
the limitations of commerce, present facilities must 
be enlarged and improved to provide for expanding 
business. 

The proper development of our natural resources 
requires the extension of existing railroads into un- 
developed areas which necessitates the construction 
of thousands of miles of new railroads. 
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Increasing the capacity of present facilities and 
constructing the thousands of miles of railroad re- 
quired for development of new business, requires 
that the railroads obtain an immense amount of new 
capital. 

As the public must pay all of the bills incident to 
transportation, it is vitally interested in the railroads 
being able to secure the new capital required at rea- 
sonable rates of interest. It follows from this that 
the public's interest in regulation demands that it 
be so applied that the financial standing of the rail- 
roads shall be high in the money markets of the 
world so that its interest rate be low. 

As the public pays all of the bills, it is interested 
in having all new capital secured for railroad pur- 
poses properly expended. Government regulation 
should see to it that such capital is properly applied 
and economically expended. 

In the construction of new railroads as men- 
tioned above, duplication of existing facilities should 
be prohibited. As rates are now fixed by govern- 
ment regulation, rather than competition, duplica- 
tion of facilities imposes an additional public bur- 
den with no compensating public benefit. 



As the purpose of this treatise is constructive 
suggestion, let us examine present conditions to as- 
certain in what particulars they are unsatisfactory 
and in what way they obstruct the accomplishment 
of what is desired. The investigation will be made 
to determine what defects and evils exist, first, in the 
present form of railroad regulation by government 
and, second, in the administration of the railroads 
by their officials. Such investigation should assist us 
in devising new measures to improve present unsat- 
isfactory conditions. 



THE SINS OF REGULATION 



Interstate Commerce Act. 

In the words of a decision of the United States 
Supreme Court, the Interstate Commerce Act was 
designed ''to cut up by the roots the entire system 
of rebates and discriminations in favor of particular 
localities, special enterprises or favored corporations 
and to put all shippers on an absolute equality/' 

The act created the Interstate Commerce Com- 
mission and charged it with : 

Acting primarily as referee between the public 
and the railroads, preventing discriminations in 
their rates and services. 

Seeing that rates were reasonable. 

Securing publicity of rates. 

Prescribing uniform railroad reports. 

This gave the Commission limited but well de- 
fined powers. Subsequently its control of railroad 
operation and rates has been largely increased, ex- 
tending to matters of railroad administration. 

In a letter written to President Wilson, in 1914, 
Charles Francis Adams, an Ex-President of the 
Union Pacific Railway and an Ex-Railway Commis- 
sioner of the State of Massachusetts, expressed his 
opinion of the practical workings of this act to regu- 
late commerce, as follows : 

"Forty years ago I had much to do with the origin 
and early development of the Railroad Commission. 
A pioneer, I am free to say I had little realizing 
sense of what was finally to result from the move- 
ment then initiated ; nor has the course of develop- 
ment altogether commended itself to my judgment. 
In connection with our form of government, I still 
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question in many respects its wisdom or its practical 
results." 

The act has not produced all of the good results 
that its sponsors had hoped for. It was, in the be- 
ginning, a crude effort to relieve a situation that had 
become unbearable for both the public and the rail- 
roads. The principal fault has been that subsequent 
legislation has not kept it adjusted to changing 
social, commercial and industrial conditions. As a 
step ahead of the previous condition, and as a part 
of a scheme for evolving intelligent regulation, its 
benefits can not be doubted. It at least acknowl- 
edged the national character of the railroad 
problem. 

National Character of Railroads. 

The railroads have long since outgrown local 
lines. The power to regulate them properly must 
be indivisible. Mr. Madison in the Constitutional 
Convention said ''the regulation of commei^ce is 
in its nature indivisible and ought to be wholly 
under one authority." Transportation is so essen- 
tially a part of commerce that the same holds true 
of it. 

The local view is too narrow, a broader view is. 
essential to an understanding and treatment of 
modem railroad problems. Further, the general 
public has a much larger interest in railroads than 
that of any state or of all the states, based on their 
intrastate business alone. Perhaps 75% of total 
railroad business is interstate and foreign and only 
25% intrastate. For that reason, in the case of large 
systems which cross many states, the intrastate busi- 
ness of any particular state is but a small portion of 
the whole traffic. 

A recent accurate investigation, made to deter- 
mine the amounts of interstate and intrastate traffic 
respectively, showed that on the Pittsburgh, Ft. 
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Wajnie & Chicago lines of the Pennsylvania System 
only 7% of the total business carried by the lines in 
the State of Indiana was intrastate ; in Ohio, it was 
less than 10%. 

Evils of State Regulation. 

The most serious single grievance of the rail- 
roads, as to regulation, arises from the fact that in 
addition to the enactments of state legislatures, they 
are under the control in varying degree, of 43 state 
regulating commissions. In a majority of such 
states the Commissioners are chosen by popular vote 
and hence are subject to local pressure exerted for 
selfish local interest. Further, the salaries attach- 
ing to the positions, in many instances, are too small 
— ^in some cases $1,500 per year — ^to attract men of 
the caliber desirable in positions of such great 
importance. 

Under a proper conception of the duties of com- 
missioners, they are referees between the public and 
the railroads. Depending entirely on the pleasure 
of the public for their tenure of olSice on the one 
hand, and dealing usually with what is regarded as 
a foreign corporation on the other, it is not surpris- 
ing that a majority of these commissioners regard 
too lightly their duties as referee and lean too 
strongly to local selfish interest, with its consequent 
injustice to the rights of the railroads and the gen- 
eral public of the whole country. 

If the evils of state regulation could be confined 
to the intrastate traffic, the net effect on the public 
and the railroads might be so small, when compared 
to the much larger interstate business, as to be 
negligible. Unfortunately this is not possible. 

Ralo Ditoriminatioiis Through State Regulation. 

All traffic, foreign, interstate and intrastate is 
inter-related. 
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State rates affect interstate rates. A rate be- 
tween two points situated within a single state affects 
the rates between two points situated in different 
states. This has very often resulted in rate dis- 
criminations quite as flagrant as any that existed 
prior to the general adoption of government regula- 
tion of rates. 

A few instances will serve to show how discrim- 
inations have resulted from state regulation : 

(a) The Interstate Commerce Commission has 
established a rate on first class passenger travel be- 
tween points in Illinois and St. Louis, Mo., of 2.4 
cents per mile. The Public Utilities Commission of 
Illinois has established a rate between points in the 
State of Illinois of 2 cents per mile. Evidently this 
rate of the Illinois Commission creates a discrimina- 
tion in favor of Chicago and to the prejudice of St. 
Louis, because a buyer of merchandise can travel a 
distance of 154 miles to Chicago for the same fare 
as he would have to pay to travel a distance of 129 
miles to St. Louis. If the market prices of commodi- 
ties are the same in both cities, the area of territory 
tributary to Chicago is unfairly increased and en- 
croaches on the territory which, under fair regula- 
tion, belongs to St. Louis. 

(b) After consideration, the Interstate Com- 
merce Commission established the fairness of rates 
on coal via the Chicago, Burlington & Quincy R. R. 
from the coal fields of Southern Illinois to points in 
the interior of Iowa. But the sum of the local rates 
on coal in Illinois and the local rates in Iowa was 
less than the interstate through rates between the 
same points. 

In any properly constructed schedule of rates, 
the rates per mile are higher for hauling short dis- 
tances than for hauling longer distances, the haul 
being over the same line and for the same commodity 
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in both instances. It is evident then, that either the 
rates established by the Interstate Commerce Com- 
mission were too high or that the rates established 
independently by the Commissions of Illinois and 
Iowa were too low. Due to its superior training 
and its broader experience, the presumption is rea- 
sonable that the rates established by the Federal 
Commission were fair to both the public and the 
railroads. Granting this, the rates of the two state 
commissions were unfair to the railroads, not only 
as to the particular rates cited, but as to the whole 
coal rate structure of both states where similar dis- 
tances were involved. Without making any assump- 
tions whatever, the state rates discriminated against 
interstate traffic in coal. 

(c) The New York Central is the only through 
line between Buffalo and New York City lying 
wholly within the State of New York, all of the other 
lines passing through Pennsylvania and New Jersey. 
It is therefore under the control of the Public Service 
Commission of New York, as to its traffic between 
these two points, and all of the other lines are under 
the control of the Interstate Commerce Commission 
as to the same traffic. 

Owing to a difference of views of the two com- 
missions as to allowances to be made industrial rail- 
roads, the rate from a large industry via the New 
York Central from Buffalo to New York City was 
lower than by any other line, thus denying the in- 
dustry mentioned the benefit of competing service of 
the other lines and precluding the participation of 
the other lines in the business of this industry. That 
is, the conflicting views of the two commissions cre- 
ated a discrimination in favor of one railroad and to 
the prejudice of both the industry and the other 
railroads. The same condition has existed in the 
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State of Pennsylvania between the Pennsylvania 
System and the other trunk lines. 

(d) In what is known as the Shreveport Rate 
Case, the Interstate Commerce Commission pre- 
scribed rates from Shreveport, Louisiana, to points 
in the State of Texas, intermediate between Shreve- 
port and Dallas, Texas. It was found that the rail- 
roads charged higher rates to these Texas points (in- 
terstate traffic) than those prescribed by the Texas 
Commission from Dallas to such points (intrastate 
traffic) under similar conditions and that in conse- 
quence Dallas was given an undue pref erenc^e. 

The Interstate Commerce Commission ordered 
the railroads not to charge higher rates from Shreve- 
port to the points than were charged from Dallas 
toward Shreveport for equal distances. It allowed 
the railroads to correct the preference by raising 
the intrastate rates from Dallas to these points up 
to the rates it had prescribed from Shreveport for 
equal distances toward Dallas. 

That is, the rates established by the Texas Com- 
mission were lower, for the same distances, than the 
rates established by the Federal Commission over 
the same railroad, and the railroads were directed 
to raise their rates above those prescribed by the 
State Commission, because they resulted in discrim- 
ination in favor of a city within its own state and 
to the prejudice of a city located in another state. 
The United States Supreme Court upheld this order 
of the Interstate Commerce Commission. The opin- 
ion, by Mr. Justice Hughes, contained the follow- 
ing, which emphasizes the evils attending state 
regulation : "We are not unmindful of the gravity 
of the question that is presented when state and 
federal views conflict. But it was recognized at the 
beginning that the nation could not prosper if in- 
terstate and foreign trade were governed by many 
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masters, and where the interests of the freedom of 
interstate commerce are involved, the judgment of 
Congress and the agencies it lawfully establishes 
must control." 

Inter-relation of Rates. 

The illustrations given have been selected for 
their simplicity and show the inter-relation of rates 
in adjoining states. The effect of intrastate rates 
however extends over vast territories in many in- 
stances. An intrastate rate established in Indiana, 
between a point situated near its eastern boundary 
and another situated near its western boundary, 
controls rates on traffic between Ohio and Illinois. 
An intrastate rate between Atlanta, Ga., and Savan- 
nah, Ga., in connection with the ocean rates, con- 
trols interstate rail rates from Boston, New York and 
Philadelphia to all points in the southeastern states, 
and these latter rates in turn control rates from St. 
Louis, Chicago, Milwaukee, Cincinnati and other 
points to all southeastern points. 

The reason for the inter-relation of rates in this 
case is found in the fact that unless the all-rail rate 
between the northern Atlantic seaports and the 
southeastern points are adjusted to the combination 
rates — made by adding the intrastate to the ocean 
rates between the same points — ^the all-rail routes 
will obtain only a small and disproportionate amount 
of the traffic. It will be noted that this refers to an 
adjustment of rates between two different and com- 
peting forms of transportation. 

The points in the southeast consume many com- 
modities which are produced both in the Central 
States and in the Eastern States tributary to the 
Atlantic seaports referred to. The rates from these 
two groups of states to southeastern points must be 
so adjusted that the producers in one group may 
compete with the producers in the other group in 
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supplying the demands of the southeastern points. 
This, it will be noted, applies to an adjustment of 
rates between two widely separated and competing 
territories. 

That is, the intrastate rates between Atlanta, Ga., 
and Savannah, Ga., affect the rates of two different 
forms of transportation — all-rail on the one hand 
and ocean-rail on the other — and the rates between 
the southeast and the immense territory lying north 
of the Ohio and Potomac Rivers, extending from the 
Mississippi River to the Atlantic Ocean.* 

The effect of intrastate rates on interstate com- 
merce can not be too strongly emphasized. They 
are usually predicated solely on local conditions, but 
often operate to the prejudice of the commerce of 
many states. 

State Regulation of Operation* 

In the regulation of the operation of the rail- 
roads, there has been no uniformity in the stand- 
ards set up by the various states. These regulations 
have applied to the minutest details of operation. 

Several of the states have forbidden the sending 
of equipment out of the state for repair. They have 
provided heavy penalties for delay in moving 
freight cars, requiring a greater average daily move- 
ment within the boundaries of the state than the 
average movement for the country as a whole. 

*This discussion must not be construed as a criti- 
cism of any action taken by the Georgia Commission 
in establishing the particular rates mentioned. The 
rates between Atlanta and Savannah are used only 
for the purpose of illustrating the efiFect which rates 
made by State Commissions have on interstate com- 
merce. The conditions here recited apply to rates 
from any interior point to a seaport from which regu- 
lar lines of ocean carriers operate. 
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Many of them have safety appliance acts and head- 
light laws ; what is forbidden specifically in one state 
is required in another, under penalty for neglect to 
provide. The hours of service law in one state sets 
the limit at 10 hours, in some others at 16 hours. 
Twenty states have "full crew" laws requiring the 
employment of a certain number of employees in 
train operation, the minimum number prescribed 
being often in excess of that demanded for safe and 
efficient service. 

The widely varying requirements of the several 
states, as to these details of operation, show clearly 
the lack of intelligent consideration on the part of 
the commissions seeking to regulate. If 10 hours is 
the limit of time a train crew should be allowed to 
work in one state, evidently the 16 hours prescribed 
in another state is much too long. If an electric 
headlight is required on a locomotive in one state 
and forbidden in another and no particular action 
has been taken by many other states, it shows lack 
of intelligent consideration by at least some of the 
states. 

It is not contended that railroad operation should 
go unregulated by authority, for past experience has 
shown that in some particulars it is necessary. It is 
suggested that the regulation be in the hands of 
those expert in the particular matter under consid- 
eration. The ordinary state legislature or state rail- 
road commission does not possess that qualification 
and is liable to be led into ill-considered action. 

It will be noted that this regulation is directed 
toward securing preferred treatment for the traffic 
of the state. The railroad is required to move 
freight cars twice the distance per day within the 
state as the average distance for the country as a 
whole. Such discrimination as to service is as im- 
moral as a discrimination in rates. 
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The "full crew*' laws indicate that the legisla- 
tures are prepared to legislate for political purposes 
solely, rather than in the interest of commerce. That 
is, state legislatures and commissions are not proof 
against the pressure from local interests. 

State Control of Stock and Bond Issues. 

Sixteen states have enacted legislation providing 
for the control of the issue of railroad stocks and 
bonds with results that are not entirely satisfactory 
in the case of interstate railroads. Instances are not 
lacking in which state commissions have sought to 
use this power to secure local advantages. An an- 
nual report of the Southern Pacific Company fur- 
nishes an illustration of such abuse of state power : 

"To provide funds for corporate purposes, ar- 
rangements were made with bankers in May, 1913, 
for sale of two-year notes at a very satisfactory 
price. Authority of the California Commission was 
obtained without delay; approval of the Arizona 
Corporation Commission was withheld, pending cer- 
tain assurances and guarantees on the part of the 
company with reference to the conduct of its busi- 
ness in Arizona which it was not warranted in giv- 
ing, and during the time the matter was pending 
before the Commission, the condition of the money 
market had so changed that a sale of the notes could 
not be made. Further consideration of a two-year 
note issue was abandoned, and one-year notes were 
issued instead, and sold at a price yielding approxi- 
mately $275,000 less than would have been received 
had the two-year notes been issued without delay. 
Under the laws of California and Arizona the issue 
of one-year notes did not require commission 
approval." 

Here is an instance of a state refusing to consider 
a financial proposition on its merits and from a 
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financial standpoint, but insisting on using it as a 
club in securing a state advantage not otherwise ob- 
tainable. Such action is clearly dishonest and an 
abuse of authority. 

The conflict of authority attending the financial 
operations of a large interstate railroad is an intol- 
erable nuisance and is not conducive to the adoption 
of the best possible financial plan, as the approval 
by the authorities of each state traversed by the 
railroad is required to validate it. Harmonizing the 
differing views of many states is a most difficult task, 
as the proceedings attending the reorganization of 
some of the larger interstate railroads serve to em- 
phasize. In the case of the Wabash Railroad, the 
approval of six different state commissions was re- 
quired and the approval of the Rock Island System's 
reorganization plans will involve a still greater num- 
ber of state commissions. 

Taxes. 

In connection with an argument for federal val- 
uation of railroads, the Interstate Commerce Com- 
mission in its report for the year 1903 said : 

"Closely connected with the question of reason- 
able railway rates stands the question of reasonable 
railway taxation. ♦ * * It would be wholly out- 
side the purpose of this report to consider railway 
taxation. That subject is within the jurisdiction of 
the states. When, however, it is recognized that 
railway taxes amount to between four and five per 
cent of the aggregate operating expenses, and that 
on this account a reasonable charge upon interstate 
traffic may be afiFected by the manner in ^^hich the 
states administer their taxing laws, it may well be 
claimed that the valuation of railway property be- 
comes a matter of Federal concern.'' 
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The connection between taxation and regulation 
is found in the effect which taxation has on net rail- 
road earnings. Under our Constitution, railroad 
rates must be so regulated that the net earnings of 
a railroad will constitute a fair return on the value 
of the property used. The net earnings of a railroad 
available for payment of interest and dividends are 
ascertained by subtracting from the gross revenue the 
operating expense and taxes. The gross earnings of 
an interstate railroad are under the control of the 
Interstate Commerce Commission, through its power 
to prescribe the rates which produce the revenue. 
The assessment of taxes against railroads is under 
the control of the several states traversed by the 
interstate railroad. 

If the taxes of any one of these several states 
is unduly high, the rates of the railroad must be 
high, so that the net earnings are sufficient to give 
a fair return on the value of the railroad property. 
It is evident then that the manner in which any state 
exercises its power of taxation affects directly the 
rates on interstate commerce. It follows from this 
that if the rate of taxation on railroad property is 
higher in any one of the several states traversed by 
an interstate railroad than in the others, an undue 
preference is created in its favor in the matter of 
railroad rates, its excess taxation being in effect a 
rebate on its cost of transportation. Widely varying 
methods and rates of railroad taxation in the sev- 
eral states are therefore prima facie evidence of rate 
discriminations. 

There are three general methods of taxing rail- 
roads in use in the United States. The first applies 
the taxation on the basis of capitalization of the 
railroad, that is, its total stock and bond issues. The 
second applies a specific tax of a certain percentage 
of the gross earnings of the railroad. The third is 
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known as the ad valorem method, which is based 
on the idea that all property, both railroad and 
general, be taxed at the same rate per unit of actual 
value. 

In the State of Michigan, which employs the last 
mentioned method, an ''average rate'' of taxation is 
obtained by dividing the total assessment of general 
property by the total taxes paid by such property. 
This "average rate*' is applied to the valuation of the 
railroads, such valuation having been previously 
determined by an expert commission. 

It is needless to state that such widely varsring 
methods can not possibly produce uniform taxation. 
It must also be noted that regulation of interstate 
rates can not be successfully and fairly applied un- 
less taxation is uniform in all states. Railway tax- 
ation in the State of Michigan will serve to show 
the lack of uniformity in railroad taxation. 

During the period of 1902-1913 railroad taxes 
in Michigan averaged practically 30% of railroad 
net earnings; for the whole United States the taxes 
were 10.3% of net earnings. That is, railroads were 
paying Michigan practically three times as great a 
proportion of net earnings as were the railroads of 
the United States considered as a whole. Consider- 
ing only the railroads which operated partly in 
Michigan and partly in other states, during the 
period 1909-1911, the taxes for the entire systems 
were 13.59% of net earnings; within the State of 
Michigan the taxes were 28.69% of the net earn- 
ings or more than twice that of the entire systems.** 



**The percentages used in this paragraph are 
those given in an article "Railway Taxation in Mich- 
igan" by Prof. David Friday, Professor of Political 
Economy and Finance, University of Michigan. 
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Evidently the net cost of transportation — ^the in- 
terstate railroad rates less state taxes — ^is less in 
Michigan than in neighboring states and her com- 
merce is thereby given undue preference. If the 
railroads of the State of Michigan paid the same rate 
on actual value of property as other property in the 
state, there could be no serious complaint made 
against its railroad tax. In theory, their ad valorem 
tax provides that the rate shall be the same on all 
classes of property, but as a matter of fact it is 
greater on the railroads than on other property, be- 
cause railroad property is assessed at full value 
while other property, as an average, is assessed at 
about 60% of full value. 

This was determined by a legislative tax investi- 
gating commission, appointed in 1911, which found 
that, on the basis of actual value, the following rates 
of taxes were being paid by various interests : 

Farms, about **$10 per $1,000 of actual value. 

City residences, about $15 per $1,000 of actual 
value. , 

Mines, about $7 per $1,000 of actual value. 

Manufacturers, about $5.30 per $1,000 of actual 
value. 

Railroads $20.67 per $1,000 of actual value. 

The answer to the very natural question as to 
how rates of taxation on actual value could vary so 
widely in various interests, is found in the fact that 
railroad value was determined for the purpose of 
taxation by an expert commission, while the value 
of all other property in the state was determined by 
local assessors who are subject to pressure from local 
interests. 



**From "Railway Taxation in Michigan,'* by 
Prof. David Friday. 
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Railroad Credit. 

The credit of an interstate railroad is indivisible ; 
if its credit is bad in Michigan it is also bad in New 
York, Pennsylvania and Ohio; it can not be bad in 
one and good in the others at the same time. The 
general public has a very large interest in railroad 
credit, as the rates it must pay and the quality of 
the service it receives from railroads is dependent 
in a very large measure on railroad credit. 

If the credit of a railroad is particularly good, it 
will be able to borrow money at low rates of interest 
and its charges for transportation need not be so 
high as would be necessary if it were compelled to 
pay higher rates for the money it needs. If the 
credit of a railroad is seriously impaired it will be 
unable to borrow money in sufficient amounts to 
construct the tracks and structures and to purchase 
the equipment necessary to meet the demands of a 
first class transportation service. 

The public is fully as interested in the matter 
of railroad credit as it is in railroad capitalization. 
A railroad with a capital of $1,000,000, on which 
the interest rate is 6%, pays as much interest as if 
its capital were $1,500,000 and its interest rate 4%. 
The net effect of increasing the interest rate from 4 
to 6% is the same as increasing the capital from 
$1,000,000 to $1,500,000. 

The public is the only source of railroad revenue 
and pays all of the bills incident to railway opera- 
tion as well as the interest charge on money invested 
in the various facilities required in giving the public 
service. If the cost to the railroad for the use of 
money is high, the bill of the railroad against the 
public for its use of money must be high. The bill 
of the railroad against the public is rendered in the 
form of its schedule of freight and passenger rates. 
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For these reasons, railroad credit is a matter of 
national importance and the action of any particular 
state that injures the credit of an interstate railroad 
is prejudicial to national interest. Under present 
conditions, the action of a single state may and fre- 
quently does impair the credit of an interstate rail- 
road of national importance, although its intrastate 
traffic may be perhaps less than 10% of the total 
traffic of the road. 

Railroad credit, as a basis for securing capital, 
depends on the relation existing between net earn- 
ings and the issue of stocks and bonds. If the net 
earnings are at all times such that a fair return on 
the stock and interest on the bonds are assured, its 
credit is good ; if not, the credit is so impaired that 
the rate of interest charged is high or the credit is 
not extended at all. 

Net earnings are reduced either by reducing the 
revenue or increasing the operating expense and 
taxes. The previous discussion shows that the dis- 
criminatory state regulation has reduced the rev- 
enues of railroads. The cases cited of passenger 
rates in Illinois, coal rates between Illinois and Iowa 
points and the general level of rates in Texas are 
not isolated cases but are typical of general 
conditions. 

The regulations of various states in the matter 
of repairing equipment, speed of moving freight 
cars, differing provisions for safety appliances, 
headlights, hours of service and size of train crews, 
have increased the operating expenses of railroads 
very materially. 

State taxation has been excessive and unfair to 
the railroads; the unjust taxation shown as to the 
State of Michigan is typical, not isolated. 

Various state commissions have abused their au- 
thority over the issue of securities of interstate 
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railroads by refusing to approve reasonable plans 
of financing. Such action has often involved direct 
loss to the railroads in carrying out financial opera- 
tions. The action of the State of Arizona hereto- 
fore cited is typical of such cases. 

Decreasing railroad revenue by discriminatory 
fAsAe regulation; increasing the cost of railroad 
operation by ill-considered regulation of its details; 
increasing taxation by the unfair application of tax- 
ing laws and increasing expenses of financial opera- 
tion through the abuse of state power to control 
issues of securities, have all operated to reduce net 
railroad earnings and this reduction has served to 
impair railroad credit very seriously. 

Reduction of Administrative Efficiency. 

The railroads of the country are subject to the 
legislation of 48 separate states and the regulation 
of 43 separate state commissions, in addition to fed- 
eral legislation and regulation. The number of^ 
and the conflict between, the various requirements 
of this large number of independently-acting bodies 
seeking to regulate railroad affairs, results in the 
expenditure of a large part of the time, thought 
and energy of various administrative railroad 
officials. Between 1912 and 1915, more than 4,000 
federal and state bills affecting railroads were in- 
troduced and more than 440 of them were passed. 
The cost of the lawyers and the experts who must 
appear before these various bodies and the value 
of the time of other officials and clerks who must 
compile the data required at such hearings repre- 
sents in the aggregate an immense sum of money. 

The construction of important improvements or 
extensions, which always involve financial opc^ra- 
tions, requires in the case of a large interstate rail- 
road the appearance of its chief officials before the 
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commissions of the various states in order to obtain 
the approval of each commission and involves long 
delays in harmonizing the views of these various 
bodies. 

Harassing the executives of railroads by a multi- 
plicity of regulations and compelling them to ap- 
pear before many commissions with the certainty 
of long delay, can not fail to reduce their capacity 
for efficient administration and discourage any 
creative activity that might naturally develop in 
the absence pf such repressive policy. The in- 
evitable effect of this condition must be to drive 
the ablest men into a more promising field of 
endeavor. 

Federal Regulation. 

In sharp contrast with this record of state regu- 
lation, lacking intelligence and even honesty in some 
instances through pressure of local self interest and 
political influence, stands the record of the Inter- 
state Commerce Commission. It enjoys the confi- 
dence and respect of the whole country and its 
training and the broad experience of its oldest mem- 
bers have made it highly expert in detail matters 
pertaining to rate regulation. 

It has however on at least one occasion failed 
to take a broad enough view of general conditions, 
the close relation existing) between general busi- 
ness prosperity and general railroad t)rosperity. In 
attempting to fulfill its duty to the general public 
in the matter of regulating rates, it has allowed the 
margin of profit in operating railroads to become 
too narrow to assure the prosperity and hence the 
credit of the railroads. 

This statement is based on the condition that 
existed in the period 1911-1915 and which may rea- 
sonably be expected to recur shortly after the close 
of the European war. The condition referred to is 
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the fact that many investors who have heretofore 
furnished the money needed for new railroad capi- 
tal have lost faith in the stability of railroad in- 
vestments and have refused to come forward with 
the capital absolutely essential to the proper ex- 
pansion and extension of railroad facilities. 

Capital can not be compelled. It insists on a 
sufficient margin of profit to assure payment of cap- 
ital charges from net earnings at all times, and it has 
evidently found this assurance lacking in the condi- 
tions existing during the period referred to. 

The results of railroad operation in the year 
1910 clearly indicated a downward trend in the net 
revenues of the railroads of the country, especially 
those of the north central and eastern states. The 
trunk lines operating in this territory appeared be- 
fore the Interstate Commerce Commission and asked 
for an increase in rates to counteract the falling 
off in net revenues, which request was denied by the 
Commission in 1911. 

In July, 1914, after an inquiry extending over a 
year, the Commission again denied the request of 
the railroads. The following figures taken from the 
complete returns from operation for the year 1914 
show the condition existing at that time. The state- 
ment was used in summing up the case for 35 rail- 
roads who were asking relief from inadequate 
return : 

Increase in Capital Obligations $159,000,000 

Increase in Property Investment 249,000,000 

Decrease in Operating Revenue 48,000,000 

Increase in Taxes 3,000,000 

Decrease in Net Operating Income . . . 76,000,000 

Decrease in Dividends Paid 12,000,000 

Decrease in Surplus over Dividends.. 84,000,000 

(The Surplus of 76 Million Dollars of 1913 had 
disappeared and 8 Million Dollars in addition.) 
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Six months later, while admitting the inade- 
quacy of railroad revenue, the Commission granted 
a portion of the increase asked but declined to 
grant the greater part of it on the ground that there 
were other ways open to the railroads for increas- 
ing their revenue. 

The Commission stated in detail what means the 
railroads should adopt in securing the increased 
revenue, which it admitted was needed. The rail- 
roads at once proceeded to put into effect the sug- 
gestions of the Commission and were promptly 
prevented by court decisions, state commissions and 
in some instances by the Federal Commission itself 
from following these same suggestions. 

The failure of the Commission to appreciate the 
situation fully and to remedy it promptly in the 
early part of 1914, served to render even more acute 
the serious financial and business depression which 
was fast approaching the dimension of a national 
catastrophe, which was only averted by the ab- 
normal conditions resulting from the European war. 
The losses of the public due to business stagnation 
during 1914 certainly exceeded many times the 
amount it would have paid had the Commission 
granted the increases asked. 

Suspension of Rates* 

A 

While the regulation in detail of the Interstate 
Commerce Commission has generally been fair to 
both the public and the railroads, there is at least 
one criticism which is justified, as it imposes an un- 
necessary hardship on the latter. This criticism 
refers to the power of suspension of railroad rates 
by the Commission. 

Under the Federal law increases in railroad 
rates may be suspended by the Commission, without 
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hearing, for a period of four months after they 
would have become effective. As the rates must 
be filed with the Commission 30 days prior to the 
effective date, this means 5 months and the Com- 
mission may extend the suspension a further 6 
months, if it so elects, or a total period of suspen- 
sion of 11 months after the filing of tariffs. 

This provision of the law may and often has 
operated to the serious and unnecessary impairment 
of railroad revenue. No important business can 
long survive if its revenue can not be adjusted, i^ith ' 
reasonable promptness, to radical changes in busi- 
ness conditions and large increases in cost of pro- 
duction. A provision which allows railroad revenue 
to remain fixed for 11 months, while cost of opera* 
tion is steadily increasing, is manifestly unfair to the 
railroad and incompatible with the safe conduct of 
its business. 

It is not necessary or desirable that railroad 
rates should fluctuate with inconsiderable advances 
and recessions of operating cost, but a decided 
trend in either direction in cost of operation should 
be promptly met by an adjustment of rate sched- 
ules. Under present conditions, the Interstate 
Commerce Commission has by far too great a bur- 
den of work imposed upon it by Congress. When 
its field of activity is reduced within reasonable lim- 
its, as it soon must be, there should be no difficulty 
in limiting the period of suspension of railroad tar- 
iffs to sixty days from date of filing. 



Sherman Anti-Trust Law. 

Competition among the railroads in the matter 
of rates has long since ceased. Our experience 
amply proves that it is undesirable in every way 
from the standpoint of the public and the railroads. 
In our early history it was responsible for the bank- 



SINS OF REGULATION 85 

ruptcy of many railroads and the mother of dis- 
criminatory rates. 

The stability of railroad rates and the fact that 
all interests pay the same rate for the same or equal 
service is of much greater importance to the public 
than any temporary advantage it might gain from 
competition among railroads. 

Under these conditions, it is ridiculous to apply 
the inhibitions of the Sherman Anti-Trust Law to 
railroad affairs. The primary intent of the law is 
to foster competition, but as railroad competition 
is not in the public interest the provisions of the law 
should not be applied to railroad administration. 
So far as its effect on railroad rates are concerned, 
it is a dead letter. The rates between two points 
are now the same by all of the railroads operating 
between, them. Evidently this condition can not 
obtain without agreement between the various 
lines, and yet such agreements are prohibited by 
the law. The railroads are forced to keep up the 
pretense of all deciding on exactly the same rate at 
the same time, without consulting among them- 
selves, which is manifestly impossible. 

What actually happens is, that the railroads 
through their various traffic associations determine 
after discussion what rates they will publish for 
any particular traffic and submit these for the con- 
sideration of the State and Federal Commissions. 
Instead of being able to announce truthfully, that, 
after meeting and discussion, the following rates 
have been agreed upon and will be filed with the 
Commissions, on a certain date, the Chairman of the 
Association, through a circular letter to all rail- 
road members solemnly announces, that ^'Railroads 
interested, individually advise, that the rates will be 
so and so.'' This is legal mummery and tends 
toward disrespect for law. 
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The Sherman Law is not dead in some other re- 
spects, however, and exercises a harmful restraint 
in the combining of various independent railroads 
into compact systems. The Nickel Plate'*' railroad 
was built subsequent to and paralells the Lake 
Shore Railroad** — ^now a part of the New York 
Central System — ^from Chicago to Buffalo. Osten- 
sibly it was built to compete with that railroad. It 
was charged at the time and universally believed 
that the real purpose of its builders was to harass 
the Lake Shore, through competition, into bujdng it 
at a large profit over its cost. 

Competition between the lines brought the 
Nickel Plate into bankruptcy, which proved conclu- 
sively that it was unable to compete with the Lake 
Shore under the existing conditions. The New York 
Central System is prohibited, under the provisions 
of the Sherman Law, from owning and operating: 
the Nickel Plate directly, and yet actual experience 
has proven conclusively that an independent com- 
pany can not operate it profitably. Why keep up 
the pretense of maintaining independent owner- 
ship when such ownership has been demonstrated 
to be economically impossible ? It increases the cost 
of administration as it must have separate officials, 
must enter its appearance at hearings separately, 
maintain separate offices for soliciting traffic and 
in many ways increase the cost of the railroad's 
operation without benefit to the public from such 
separate organization. 

Railroad Mail Pay. 

The total receipts of the railroads of the coun- 
try for carr3dng United States mails, for the year 



*New York, Chicago & St. Louis R. R. 
**Lake Shore and Michigan Southern Ry. 



SINS OF REGULATION 37 

1915, were practically 58 million dollars, which was 
1.97% of total gross railroad earnings. Considera- 
tion of the effect of Congressional action on the mail 
earnings of the railroads is pertinent to a discus- 
sion of government regulation, as {such earnings 
have a marked effect on the return on capital in- 
vested in railroad securities. 

There has been much controversy over the mat- 
ter of compensation for railway transportation of 
mail. Naturally the head of the Post-Office De- 
partment wishes to make as favorable a showing 
for the operation of his department as possible. 
Various Postmaster Generals have charged that the 
railroads were overpaid; the railroads have insisted 
that for many years they have been underpaid and 
both have submitted tons of statistics in support of 
their contentions. 

The purpose of submitting the following is not 
to discuss the merits of the contentions of either 
side in the controversy, but to show that present 
regulation of mail pay is unintelligent and requires 
that a more satisfactory method be found for de- 
termining just payment than those heretofore 
employed. 

The following are comments of members of 
various Congressional Committees which have 
heretofore been appointed to investigate the ques- 
tion of mail pay.* 

The Post Office Department submitted to a Con- 
gressional committee in the period 1898-1901, a 
statement showing that the railroads were paid on 
an average 6.58 cents per pound for transporting 



*The following data relating to mail pay have 
been taken from the published speech of Senator 
Jonathan Bourne, Jr., before the National Civic 
Federation, Nov. 4, 1914. 
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mail, averaging 40 cents per ton-mile, with an aver- 
age haul of 828 miles. A special weighing made to 
test the accuracy of the statement, demonstrated 
that the actual payment was 2.76 cents per pound, 
averaging 12.66 cents per ton-mile, with an average 
haul of 438 miles. 

A member of the conmiittee. Congressman 
Moody, later a Justice of the Supreme Court, com- 
mented on the statistics as follows: ''We were not 
pajring one-third as much as the Post Office De- 
partment had led the people of the country to 
believe we had been paying." 

In 1911, a commission was appointed by Con- 
gress to investigate the subject of postage on sec- 
ond-class mail matter. Justice Hughes of the Su- 
preme Court was Chairman of this commission. 
The statistics submitted by the Post Office Depart- 
ment were found to be erroneous and the 
Department changed its figures on demonstration of 
their inaccuracy. The commission's report con- 
tained the following comment: 'It seems hardly 
worth while to include subsidiary tables from which 
these results are taken or to criticize the details, as 
the Commission has little confidence in their 
accuracy." 

A Joint Congressional Committee considered 
four plans for mail payment submitted by the Post 
Office Department in the period 1911-1914. 

The first, reported in 1911, purported to effect 
a saving to the government in railway mail pay of 
9 million dollars annually. Study of the plan de- 
veloped the fact that it provided for a payment of 
only 6% over the actual operating cost to the rail- 
road incurred in carrying the mail, no allowance 
being made for the company's capital charges on its 
roadbed, tracks and equipment. 
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A second plan, submitted in 1913, was found by 
the Committee to be "practically unadministrable 
and certainly undesirable." 

A third plan, submitted in February, 1914, pro- 
vided rates which the Committee demonstrated 
would be absolutely confiscatory. 

The fourth plan was in the form of a bill, in- 
troduced in Congress in June, 1914. The Joint 
Committee again demonstrated that the rate of pay 
proposed was absolutely confiscatory. 

Ex-President Taft, in commenting on the parcel 
post service, said: "When we establish a parcel 
post — a good measure in itself — and make the rail- 
roads carry all of the business we can get, without 
adequate compensation, we are stealing from the 
railroads. That is what we are doing." 

A properly constituted body should have no 
serious difficulty in establishing the facts on which 
to base a fair method of payment for carrying the 
mail. A service which at the present time involves 
an annual payment of 58 million dollars certainly 
demands an investigation of a very different nature 
than any that has heretofore been made. Such an 
investigation, freed from departmental bias and the 
politics of Congress, would assure justice to the 
public and the railroads alike. 

Summary. 

Let us summarize the foregoing discussion: 

State Regulation of Railroads. 

Through the pressure of selfish local interests, 
state regulation has resulted in discriminations 
against interstate conmierce. 

State regulation has resulted in increasing the 
cost of railroad operation by : 



40 GOVERNMENT PARTNERSHIP 

(a) Imposing unreasonable conditions as to 
equipment repairs. 

(b) Seeking to secure preferred treatment in 
the movement of its own traffic. 

(c) Imposing ill-considered requirements as to 
safety appliances. 

(d) Increasing the cost of railroad labor, under 
political pressure, by hours of service and full crew 
laws, without increasing the efficiency of the service. 

(e) Increasing the cost of financial operations 
by abuse of the power to control issue of railroad 
securities. 

State regulation has seriously impaired railroad 
credit by reducing the net earnings below a fair 
return on invested capital, through the application 
of its regulation of rates and practices as just de- 
scribed above. 

Through the multiplicity of repressive laws and 
regulations, state regulation has reduced the eflK- 
ciency of railroad administration and crippled the 
spirit of initiative to the detriment of existing 
service and of its needed extension. 

FEDERAL REGULATION. 
Interstate Commerce Conunission. 

The Interstate Commerce Commission has shown 
marked intelligence, honesty in purpose and resist- 
ance to political pressure in matters pertaining to 
the adjustment in detail of rates on interstate com- 
merce and in consequence enjoys the respect and 
confidence of the whole country. 

It has allowed the margin of profit in operating 
railroads to become too narrow to assure a fair re- 
turn on invested capital, which has resulted in 
serious injury to railroad credit. 



SINS OF REGULATION 41 

It has on occasion shown narrowness of vision 
in failing to appreciate the close relation existing 
between national business prosperity and general 
railroad prosperity. Its long-delayed consent to 
allow rate increases served to increase the serious 
business depression in 1914. 

Its power of suspending railroad rates for a 
period of 11 months prevents the prompt adjust- 
ment of railroad revenue to railroad operating ex- 
pense during periods of changing business 
conditions. To avoid business failure, increased 
expense must be met by increased revenue in rail- 
road as well as in general business. When the 
work of the Commission is reduced within reason- 
able bounds, there should be no difficulty in limiting 
the period of suspension to two months. 

Congress. 

Government regulation of railroad rates pre- 
cludes railroad competition. The application of the 
Sherman Anti-Trust Law to railroads is therefore 
unnecessary. It is injurious, as it promotes disre- 
spect for law and increases the cost and decreases 
the efficiency of railroad operation, without secur- 
ing any benefits whatever for the public, and its 
inhibitions as applied to railroads should be re- 
pealed. 

Government regulation of railroad mail pay is 
neither intelligent nor honest. A fair method of 
payment for such service should be determined by 
some investigating body free from departmental 
bias and congressional politics. 



SINS OF THE RAILROADS. 

Having considered the weaknesses and inconsis- 
tencies of government regulation, let us now turn to 
the sins with which the railroads have been charged, 
both those of omission and commission. The list is 
too long to include them all, and many of them are 
not worth discussion. Seven of the most important 
are chosen, which might be termed the Seven Deadly 
Sins of the Railroads, viz: Dishonesty, Arrogance, 
Discrimination, Political Activity, Obstruction of 
Waterway Improvements, Liack of Foresight, Inef- 
ficiency. 

Dishonesty. 

Dishonesty in connection with the financial op- 
erations of the railroads has been charged and 
abundantly proven. There is a percentage of it in 
most humanly conducted affairs, and it appears in 
all lines of business. The presumption is fair that 
the percentage of dishonesty is about the same 
among railroad men as among bankers, insurance 
men, merchants, manufacturers, miners, farmers and 
all of the others. The magnitude of the financial 
operations of railroads is what has drawn the atten- 
tion of the public to them particularly. 

It is not the purpose of this article to review the 
record of crooked railroad finances in detail. The 
papers have been full of it for many years, some- 
times with accurate statements and often with gross 
exaggerations. The truth itself has been bad enough 
and needed no exaggeration to make it palatable for 
the most inveterate scandal-monger. 

For an account in detail of the sins of the rail- 
roads in connection with their financial operations, 
the reader is referred to ''Railroads, Finance and 
Organization,'' by Prof. Wm. Z. Ripley. There are 
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some hundreds of pages in which the financial 
methods of the railroads are lambasted most un- 
mercifully. His( exposition lof dishonest methods 
employed in financing railroads will satisfy their 
severest critic. 

He concludes, however, after a most thorough 
investigation and searching study of the subject, that 
''the evidence is conclusive that over-capitalization 
does not exist,'' and that the popular delusion in 
regard to over-capitalization is a ''hoary-headed 
bogey.'' If so severe a critic and an investigator so 
competent reaches this conclusion, the rest of us may 
accept it with some confidence. The valuations of 
the property of railroads which have been made 
by several states for the purpose of taxation or rate 
regulation, confirm this. The following table shows 
the results of state valuations which have been re- 
ported to date. There is little reason to doubt that 
the valuation now being made by the Interstate 
Commerce Commission, under the Federal Valuation 
Act, will show a value considerably greater than that 
reported by the states. It will be noted that the 
reproduction cost of the railroads exceed their capi- 
talization 19.2%, or by an aggregate amount of more 
than 268 million dollars. 

State Valuations of Railroad Property. * 

Cost of 
State. Year. Reproduction. Capitalization. 
Washington, 1905....$ 194,057,240 $161,582,000 
South Dakota, 1908 . . 106,494,503 109,444,600 

Minnesota, 1907 360,961,548 300,027,676 

Wisconsin, 1909 296,803,322 225,000,000 

Nebraska, 1911 327,190,820 ♦♦263,170,000 

New Jersey, 1911 .. . 374,760,425 ♦♦333,568,000 

Total $1,660,267,858 $1,392,792,276 

♦♦Commercial Valuation Census Bulletin 21. 
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So far as the general public is concerned, it may 
be assured that it is not now asked to pay excessive 
rates on over-capitalization of the railroads, and 
that feature of the subject may be dismissed without 
further discussion. 

The capitalization of the railroads is a matter of 
very great importance to the public, because it is 
closely connected with the question of rates and the 
credit of the railroads. For the future we cannot af- 
ford to take any unnecessary chances of a repetition 
of some of the past transactions in railroad financing. 
Very recent disclosures of the financial operations of 
the Frisco*, Rock Island and New Haven Systems 
indicate that such operations need supervision, even 
when handled by our most reputable financial houses. 

A different and much improved method of public 
supervision must be applied, as experience teaches us 
that state supervision of the issue of railroad securi- 
ties has proven wholly inadequate to accomplish 
what is desired. 

Modem conditions demand for our large systems 
a comprehensive financial plan, applicable to the 
system as a whole and not divisible by states. Di- 
vided authority as to the issue of securities and ex- 
penditure of new capital is a bar to efficient super- 
vision. Intelligent supervision demands special 
knowledge and broad experience in financial affairs 
of magnitude. National control along these lines 
is absolutely essential to efficient supervision of 
railroad finances and is in the interest both of the 
public and the stockholders of the railroads. 



*St. LfOuis & San Francisco Ry. 
Chicago, Rock Island & Pacific Ry. 
New York, New Haven & Hartford Ry. 
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Arrogance. 

It is charged that the railroads were arrogant 
in the days of their power. According to newspaper 
reports, a certain prominent railroad executive, 
many years ago, announced a "Public be Damned" 
policy, which has served to damn railroad adminis- 
tration ever since. The charge of arrogance is true, 
for the railroad managers failed to appreciate their 
duties to the public, through undue regard for the 
interests of stockholders. 

With railroad managers, net returns on capital 
were an absolute necessity, if new capital was to 
be secured for needed expansion and extension. 
They regarded railroads as private property, as 
indeed the public very generally did, forgetting that 
their grants and franchises were made for the pur- 
pose of constructing a public highway, in which the 
public had a greater interest even than railroad 
stockholders. 

In territories with great natural resources and 
without transportation, the necessity for railroads 
was most urgent and their construction and opera- 
tion were regarded as public benefactions. As such 
railroads could not be built without capital, the capi- 
talists were arrogant in their dealings with the 
public. Under similar conditions in other lines of 
business the same arrogance results; it is a very 
human trait, so common that we are all familiar 
with it. 

Later, in the interest of railroad employees and 
the general public, the Interstate Commerce Com- 
mission demanded that the railroads equip their 
cars with automatic couplers and air brakes, to as- 
sure greater safety in railroad operation. The rail- 
roads protested vigorously, on the ground of cost, 
and were unable to agree among themselves on 
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standard designs for such appliances until forced by 
the Commission to do so. This opposition to the 
perfectly reasonable request of the Commission was 
ultra-conservative and ill-advised, as subsequent 
events abundantly prove. All trains have been so 
equipped for some years past; in fact it is imprac- 
ticable to operate our modem heavy freight trains 
without such appliances. 

Still later the railroads have protested vigorously 
against the hours of service law. Trainmen had been 
required to remain in service an excessive number 
of hours, without rest; many accidents were trace- 
able to this cause. The Commission's demands, in 
the interest of the safety of the traveling public, 
were reasonable; the organized resistance of the 
railroads to the passage of the measure was ill- 
advised. 

The charge against the railroads of former arro- 
gance, coupled with an ultra-conservative policy in 
some particulars, is fully sustained by the facts. 
The complete humiliation of railroad administration 
and the thorough eradication of former arrogance of 
executives, has been effected by most drastic meas- 
ures of repressive State and Federal regulation. 
They can neither control their revenue nor expendi- 
ture, for both are largely in the hands of govern- 
ment regulating bodies. It may perhaps be well to 
record these facts as a matter of history; they have 
little interest for the student of our present trans- 
portation problem. 

Discrimination. 

Prior to the enactment of various State laws in 
the early 70's and the passage in 1887 of the Act to 
Regulate Commerce, the railroads sought business in 
the same way that merchants sought, and still seek 
it. Every railroad competed with other railroads. 
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using such methods and offering such inducements 
as were necessary to obtain the patronage of the 
particular shipper whose business was desired, just 
as merchants and manufacturers were doing. To 
the larger shipper lower rates were made than to 
the smaller shipper, on the same principle that mer- 
chants sell at a lower price to wholesale than to 
retail dealers. 

The railroads played one shipper against another, 
one locality against another. The shippers in turn 
played on the jealousies existing between the rail- 
roads and their desire to obtain new or retain busi- 
ness they already held. It was a condition of open 
and free competition and was regarded as the normal 
method of conducting business. It was neither im- 
moral, judged by the business standards of that day, 
nor was it forbidden by any law of the land. 

Men in middle life will recall many ''rate wars'' 
that were common in this period. During one pas- 
senger rate war the fare from Cincinnati to St. Louis, 
a distance of 339 miles by the short line, was $1.00, 
the cost being less than 1-3 of a cent per mile. Such 
fares and many even lower were in effect, at various 
times, all over the country. 

In competing for freight traffic, rates were made 
with absolute disregard to cost of service. Printed 
freight tariffs during freight wars meant nothing, 
the rate being made at whatever figure was required 
to get the business. Excessive competition resulted 
in chaos as to the rates, ruined the business and was 
unsatisfactory in every way to the shippers. All 
freight wars were costly and accomplished little, as 
the competing roads were forced to come together 
finally because the resources of both were usually 
exhausted. 

In 1868, the rate per 100 lbs, on first class freight 
between Chicago and New York was $1.88. A 



48 GOVERNMENT PARTNERSHIP 

freight war reduced it to 25 cents in 1869. A tem- 
porary truce held it between $1.00 and $1.50 from 
1870 to 1874. A war in 1876 reduced it temporarily 
to 25 cents. It is now 78.8 cents. Discriminations 
in favor of industries located in competitive territory 
and to the prejudice of local interests were in- 
evitable. 

The price paid by the public for this competition 
was uncertainty as to the cost of marketing its 
products and discriminations against individual in- 
dustries and different localities; the price paid by 
the railroads was lack of any revenue after paying 
expenses or an actual deficit. 

It became apparent that this system of competi- 
tion, and the practices attending it, served neither 
the best interests of the public nor the railroads. 
Unrestrained competition was bringing many roads 
into bankruptcy. Discrimination in rates threatened 
the independence of commercial and industrial inter- 
ests and of whole communities. 

Neither the railroads nor the shippers had the 
power, however, to abate the evils which were a 
menace to both. It required an act of the Federal 
Government to correct these conditions. The pass- 
age of the act was in the interest of the public at 
large, the shippers and the railroads. 

We have become accustomed to speaking of the 
action of the railroads in the period prior to the 
enactment of regulatory laws as something criminal, 
or at the best, very immoral. Judged by the stand- 
ards of business of the time and by the existing laws, 
their action was neither immoral nor criminal. Rail- 
roads were regarded by their owners, and by the 
public very generally, as private property, subject 
to the same laws of competition as any other busi- 
ness. Their true relation to the public had not been 
generally perceived at that time. Judging the acts 
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of the railroads during this earlier period by the 
standards of today is, therefore, manifestly unjust. 

Competition has been the mother of discrimina- 
tion. Competition was demanded and assisted by the 
public in order to obtain lower railroad rates. The 
fact that it failed to appreciate for some time that 
competition was not in its interest, does not relieve 
it of responsibility for actual conditions. There can 
be no doubt, in the light of past experience, that the 
public and the shippers have primarily been more 
guilty than the railroads in the matter of discrim- 
inations as to rates and practices. 

Deliberate discrimination by the railroads ceased 
to exist some years ago. The few instances in which 
it now occurs are due to ignorance or carelessness. 
The severe penalties inflicted for the offense may be 
depended on to prevent their recurrence. The only 
remaining discriminations are those against inter- 
state commerce which are caused by state regula- 
tion over which the railroads have no control. 

The discussion of railroad discrimination and 
arrogance, in connection with our present railroad 
situation, is equivalent to a discussion of the burning 
of the witches at Salem in connection with the pres- 
ent morality of the people of Massachusetts. Ar- 
rogance, discrimination and the witches should be 
consigned to history and forgotten. 

Political Activity. 

Political activity may be divided broadly into two 
kinds, fair and pernicious. An interest that employs 
1,800,000 people, pays 140 million dollars in taxes 
a year and has 16 billion dollars of capital invested, 
not only should have a right to appear before Con- 
gress, legislatures and various commissions, but 
should have representation therein in some instances. 
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Such bodies pass laws and prescribe regulations 
affecting railroad revenues, fixing their rates of tax- 
ation, affecting their labor costs and the return on 
their invested capital. Any business interest that is 
not represented before these governing bodies must 
inevitably suffer injury, either through their acts or 
their omission to act. 

Labor, Agriculture, Merchandising, Manufactur- 
ing, Mining, Banking and all other divisions of 
business are freely accorded this right of representa- 
tion as a matter of course, for our theory of govern- 
ment contemplates a political organization repre- 
senting all classes of business, in order that the needs 
of each class shall be considered and its rights 
secured. 

This right of representation is so elemental that 
it seems hardly necessary to state it, and yet the most 
serious charge than can be made against a man in 
public life is that he represents the railroad interest^ 
and men appearing before legislative bodies to pre- 
sent the views of the railroads on measures affecting 
their vital legitimate interests are characterized as 
lobb3dsts. 

Between 1912 and 1915, more than 4,000 bills 
directly affecting railroad interests were presented 
for passage to Congress and the legislatures of the 
various states. Some of these bills were blackmail, 
pure and simple, and were never presented with the 
intent of enacting them into law but merely to ''shake 
down" the railroads. Evidently the true character 
of such bills must be exposed by the agents of the 
railroads. 

The practical workings of bills prescribing hours 
of service and what are known as "full crew" laws 
must be shown legislative bodies, as many of the 
members have not the requisite experience or techni- 
cal training necessary to analyze their effect. 
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The actual effect of many bills which are offered 
in good faith and with honest intent are often not 
understood even by their authors. Such bills require 
discussion and a showing of the practical effect of 
their enactment. 

These conditions require that railroad officials, 
lawyers and others appear before these governing 
bodies for the discussion of matters pertaining to 
railroads. This is absolutely indispensable to the 
proper conduct of railroad business. It is also in the 
interest of the public that they do so. Objection to 
political activity of this kind is proof of a narrow and 
suspicious mind. 

Rogues engage in all lines of business, including 
the business of transportation. The percentage is 
small and decreasing but will never entirely disap- 
pear. The pernicious political activity of railroads is 
due to this small percentage of thieves who have 
found their way into railroad organizations. The 
remedy for the evil these men do will not be found 
in general condemnation of all political activity on 
the part of the railroads. It must come through 
an improvement in the personnel of railroad organi- 
zations and that of the governing bodies making laws 
and prescribing regulations affecting railroad busi- 
ness. 

A crooked railroad political deal requires par- 
ticipation both by a government crook and a railroad 
crook. The public and the railroads, therefore, are 
equally responsible for the acts of these crooks. A 
condition that existed in Chicago some years ago 
will serve to illustrate this mutual responsibility. 
The circumstances related probably had their coun- 
terpart in most of our cities. 

It was charged and generally believed that the 
railroads, in many instances, obtained the right to 
lay their tracks in city streets and other public 
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places, through bribery of certain city aldermen, 
known to the public as the **gray wolves." The sit- 
uation became intolerable and caused discussion from 
every possible angle. 

Finally somebody suggested that the people of 
Chicago elect a city council in which honest alder- 
men were in the majority, and this was done. The 
council so elected established a rule which provided 
that when the right to use any public street 'was 
granted, a valuation should be made and the rail- 
roads be required to pay the city a rental for use, 
based on the value of the property. Railroads now 
go before the proper committee and arrange for 
lease of city property in much the same way they 
deal with private individuals. The situation at 
present is regarded as satisfactory by both the pub- 
lic and the railroads. It will be noted, however, that 
it followed the resumption of honesty in city govern- 
ment and presumably in some railroad organizations. 

The common-sense method of dealing with per- 
nicious political activity used in Chicago will have 
the same effect wherever applied and will reducQ 
the evil to the lowest possible minimum. 

Obstruction of Waterway Improvements. 

The railroads have been charged with obstruct- 
ing the improvements of waterways, in order to 
lessen competition from a cheaper form of transpor- 
tation. Even if the charge were true it would have 
no force, for the public as a whole has always shown 
itself to be bigger than the biggest business in the 
country or all big businesses combined. When the 
public has made up its mind that transportation 
might be cheapened by improving certain natural 
waterways, they have been improved. The construc- 
tion of the Panama Canal, the reconstruction of the 
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Erie Canal, the improvements in the Great Lakes, 
of the Ohio River and of innumerable projects cov- 
ered in the River and Harbor bills abundantly prove 
this. 

Many of these projects have been unwise, but 
when the public have demanded them no interest or 
combination of interests has ever been strong enough 
to prevent their construction. The reason many pro- 
posals for improving waterways are rejected lies in 
the fact that the public has found, through exten- 
sive experience, that promised reductions in trans- 
portation charges do not result from their construc- 
tion. This, not railroad obstruction, is the most 
serious obstacle to many proposed waterway im- 
provements. 

In some situations water transportation is so much 
cheaper than rail, that railroads do not attempt to 
compete for the traffic. In others, rail transporta- 
tion offers such rates and services to shippers that 
no amount of money than can be expended for the 
improvment of waterways will force the traffic over 
the water routes. We have plenty of illustrations 
of both kinds in this country. 

There is an enormous tonnage of ore and lumber 
moving south from Upper Michigan and Minnesota 
to furnaces and mills in Illinois, Indiana, Ohio, Penn- 
sylvania and New York. There is a large tonnage 
of coal and similar products moving north from these 
latter states to the northern lake ports, for consump- 
tion in the north and northwest. 

The ore vessels southbound are loaded to capacity 
and have a paying cargo of coal on their return trip 
northbound. For the reason that the rail lines must 
of necessity skirt the shores of the Great Lakes, the 
distances are shorter by the water than by the rail 
routes. The enormous tonnage to be moved justifies 
large investment in plants for transferring coal and 
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ore economically from vessel to dock or comiecting 
rail lines. It is needless to add that, under these 
conditions, practically all of the coal and ore traffic 
moves over the water routes. In 1916, the lake 
freighters moved 64,734,198 tons of ore out of a 
total of a little more than 65,000,000 tons. 

The Erie Canal, completed in 1825, connects the 
Hudson River with Lake Erie at Buffalo. The New 
York Central R. R. parallels the Hudson River and 
the Erie Canal for practically the whole distance 
between New York and Buffalo. The railroad was 
completed in 1842, although at that time it was 
owned by fourteen independent companies. Van- 
derbilt, in 1853, consolidated these various com- 
panies into the New York Central and Hudson River 
R. R. 

Between 1825 and 1853, the canal tolls were re- 
duced until they were only one-third of the original 
tolls and even with this reduction, the canal paid 
the State of New York a yearly profit of 50% on its 
original cost. 

The combination of the independent railroads 
into one system effected such economies in operation 
that the railroad decreased its rates. The decreased 
rates brought it a much greater volume of traffic, 
which further reduced the unit cost to the railroad, 
permitting it to reduce the rates still further. This 
reciprocal process continued until railroad rates 
were so low that the canal traffic practically disap- 
peared, in spite of the fact that, in the meantime, 
the state had abolished all tolls and maintained the 
canal from its general appropriations, for the pur- 
pose of encouraging canal traffic. 

The railroad now moves a larger traffic than the 
original canal could have carried and the average 
rate for moving it is less than 20% of the original 
rates. The railroad took the traffic away from the 
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canal simply because it offered lower rates and bet- 
ter service. If it had not offered superior induce- 
ments the canal would have retained the business, 
which it had practically monopolized for nearly 30 
years. 

That no unfair advantage was obtained by the 
railroad from the legislature or state officials is 
shown by the fact that all canal tolls were abolished 
and that the expense of operating and maintaining 
the canal was paid from state funds, thus offering 
the canal every possible advantage in its competition 
with the railroad. This experience serves to illus- 
trate the fact that in many situations, rail transpor- 
tation is more economical than water transportation, 
even though the water route is not charged with the 
interest on the cost of its construction or the expense 
of maintaining and operating it. 

Neither is this an isolated case, for many canals 
were built in the Central States, connecting the Lakes 
with the larger rivers, and the experience has gen- 
erally been similar to that just related. It is the 
experience which the public has gained in connec- 
tion with such public enterprises that obstructs many 
proposals for waterway improvements — ^not obstruc- 
tion from the railroads. 

The Panama Canal is not included in this class 
of improvements. Aside from economic conditions, 
political and military considerations are of sufficient 
importance to justify its construction, even though it 
never returned a penny directly to the country from 
its operation. Increasing the means of communica- 
tion between the Pacific coast, on the one hand, and 
the Mississippi Valley and the Atlantic Coast, on the 
other, and decreasing its cost, are essential to the 
unity of national interest and national defense. 

There are certain inherent disadvantages in water 
transportation which some enthusiasts overlook. 
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Water-borne commerce on rivers, lakes and the ocean 
is subject to accidents and storms. This is so gen- 
erally recognized that practically all cargoes are in- 
sured. Canals, lakes and rivers freeze during the 
winter months, in the greater part of our country, 
and the service over them is not continuous — ^that is, 
inland water transportation can not usually take care 
of its patrons the year around. 

The territory directly served by water transpor- 
tation is confined to a narrow margin of land abut- 
ting on the water course; to serve the surrounding 
country the cost of loading and unloading from vessel 
to car and of rail transportation from point of trans- 
fer to interior point must be added to the cost of 
water transportation. 

In comparing the respective costs of water and 
rail transportation, there are some items which are 
often omitted. The work of improving waterways 
and maintaining them subsequently, is usually done 
by the government and the cost is therefore paid by 
the public. The public does not pay its whole trans- 
portation bill when it pays the charge of a water 
transportation company; it must add what it pays 
government for improving, operating and maintain- 
ing the waterway. 

The foregoing is not to be considered as an argu- 
ment against a well considered policy of waterway 
improvement. There are some improvements of this 
kind urgently needed, and they will undoubtedly be 
constructed, and when constructed will advance the 
general interests of the railroads as well as those 
of the public. 

Lack of Foresight. 

If our railroads had been built in accordance with 
a comprehensive plan, conceived at the beginning of 
our construction, many roads now built would not 
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have been constructed, or if constructed their loca- 
tion would have varied considerably from that 
adopted. The designer of such a plan would have 
been seriously handicapped from lack of knowledge 
as to where the industrial developments were to take 
place. No survey of the natural resources of the 
country had been made. Without such a survey the 
plan for proposed railroad construction could not 
have been intelligently drawn. 

If we had no railroads at the present time and 
were called upon to design a system of roads to serve 
all of our needs as they exist today, there is no doubt 
that we would be able to design a more intelligent 
and efficient system than the existing one. Such a 
supposition involves an impossible condition, for the 
present development of districts far from water 
courses would have been impossible without railroad 
transportation. This must ever be borne in mind in 
considering our existing railroad system. 

Contrary to the practice of all foreign countries 
except Canada and perhaps a few others in North 
and South America, the larger part of our railroads 
were built in advance of the development of the re- 
sources of the country. The principal exceptions to 
this general condition are found in those roads which 
were built in response to the demand of the public 
for competition between railroads, referred to in a 
previous article. 

Most of our railroads constructed prior to 1870 
could not have been built without aid from various 
municipalities, counties and states. The locations of 
these lines were controlled in large measure by the 
communities granting the aid. That is, roads were 
constructed where aid of the kind mentioned was 
available and they have been connected up subse- 
quently by connecting lines of railroads. For this 
reason the public and the railroads are equally re- 
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sponsible for the present location of most of our rail- 
road lines. Many of the original roads have been 
reconstructed at railroad expense. 

In some instances roads which were at one time 
useless duplications have since come into beneficial 
use in relieving congestions on the lines they parallel, 
the traffic of the territory they serve having out- 
grown the capacity of both original lines. The 
Nickel Plate and the West Shore, which originally 
were duplications of the New York Central and Lake 
Shore, are illustrations of this condition. 

Considering the conditions under which our rail- 
roads have been constructed, the wonder is, not that 
there are occasional duplications, but that there 
should be so few. Adding to this that the public 
and the railroads are equally responsible for the 
present location of railroad lines, the charge that the 
public are unjustly taxed for transportation through 
lack of foresight of the railroads in locating their 
lines is absurd. 

Inefficiency. 

The charge of inefficiency is usually made by 
those lacking information of actual conditions. We 
hear it every four years during our Presidential cam- 
paign and yet when the outs become the ins the same 
charge of inefficiency is repeated. Not long ago a 
lawyer, arguing before the Interstate Commerce 
Commission, asserted that he could effect economies 
in operation that would save the railroads of the 
country one million dollars a day. If there was any 
such man in the United States, the railroads cer- 
tainly would not let him work for anybody but them- 
selves, for they are striving for efficiency in opera- 
tion as strenuously as any business interest in the 
country. 
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When we speak of efficiency it is to be understood 
as a comparative term. There is no such thing as 
absolute efficiency. We say this business is more 
efficiently managed than another, basing our com- 
parison on the net results of operation of the two. 
To test the efficiency of our railroads as a whole, we 
must compare the results of their operation with that 
of some other system. 

Anticipating what is discussed in greater detail 
in a subsequent chapter, a comparison of the effi- 
ciency of our railroads with that of all foreign coun- 
tries whose statistics are available, establishes the 
following facts : 

The capitalization of roads in the United States 
is less than any foreign country, except where the 
comparison is made with narrow gauge railroads 
with low standards of construction. 

The first class passenger fare is lower in the 
United States than in foreign countries. The aver- 
age fare is higher because more than 90% of our 
travel is first class while more than 90% of foreign 
travel is 2nd, 3rd, 4th and lower classes. The only 
exception to this statement is that the class of travel 
in Canada and perhaps other American countries is 
more nearly like our own. Our passenger service, 
in all cases, is superior to that of any foreign country. 

The average freight rate is very much lower in 
the United States, in every instance,, than that of any 
foreign country, even without making allowance for 
higher wages and better service. The average 
freight train load of our railroads is very much 
greater than that of any other country. 

More units of traffic — passenger miles and 
freight ton-miles — are moved per employee by our 
railroads than by those of any foreign country. 

The wages paid railroad employees in our coun- 
try are higher than those paid in any foreign coun- 
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try — more than seven times those of Japan and twice 
those of Germany. 

Making allowances for lower rates charged and 
higher wages and taxes paid in the United States, 
our return on capital or cost of construction is much 
larger than that of any foreign country. Even 
though our freight and passenger rates are lower, 
if railroad taxes and the cost of railroad labor were 
no higher in this country than in Europe, Asia and 
Australia, the rate of return on our present capitali- 
zation would be large enough to satisfy the most 
exacting of the railroad owners. 

By the comparative test, which seems to be the 
only feasible method, we have the most efficient 
railroads in the world, the best equipment, the most 
economical management. 

In all humanly conducted enterprises there is a 
certain amount of inefficiency which persists, how- 
ever careful the supervision. The uninformed ob- 
serving these occasional lapses, which may apply to 
only an unimportant operation, conclude that the 
whole system is badly managed — inefficient. 

There is no doubt that our management of rail- 
road operation may be improved, for it has con- 
stantly improved in the past. But to say that our 
railroad rates for passenger and freight service are 
unduly high on account of inefficiency, in the face 
of the fact that we have the best service and lowest 
rates in the world, in spite of paying our labor more 
liberally than any other country is a confession of 
ignorance or worse. 

In an address before the Philadelphia Chamber 
of Commerce, in January, 1917, Secretary of Com- 
merce Redfield said: 

"We all know and talk about railroad freight 
rates. We have a special government commission 
to deal with them. They are the cheapest freight 
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rates in the world with the possible exception of 
those of India. There is no nation that competes 
with us that would not rejoice to take our freight 
rates as they are without complaint and with great 
gladness. Yet we fuss about them a great deal." 

Summary. 

To summarize this discussion we may say : 

In the interest of both the public and the owners 
of the railroads, the issue of railroad securities and 
the application of the proceeds from their sale, 
should be under national supervision. 

The former arrogance of railroad administration 
has been entirely eradicated. 

The practice of discriminating between ship- 
pers and localities was abandoned by the railroads 
some years ago and there is no danger of its re- 
currence. Neither former arrogance nor discrim- 
ination have any bearing on our present railroad 
problem. 

The greater part of the political activity of the 
railroads is fair, indispensable to the proper conduct 
of their business and in the public interest. The 
public and the railroads are equally guilty for such 
pernicious activity as exists. 

As there can be no effective obstruction by the 
railroads to the policy of improvement of water- 
ways, the charge that railroads obstruct such im- 
provements lacks force. The real obstacle is found 
in the economic conditions surrounding such im- 
provements. The previous experience of the public, 
in many instances, has been that promised benefits 
have not been realized through the construction of 
such improvements. Some waterway improvements 
are urgently needed and when constructed will ad- 
vance railroad interests as well as those of the gen- 
eral public. 
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The public does not pay rates unduly high on 
account of lack of foresight on the part of the build- 
ers of our railroads. The conditions prevailing at 
the time of construction must be considered in judg- 
ing our existing railroad system. The public and the 
railroad builders are equally responsible for the 
location of the larger part of our railroads. 

Our railroads are the most efficiently managred iQ 
the world for the following reasons : 

Our capitalization per mile is the lowest. 

Our passenger and freight rates are the lowest 

Our railroad employes move more traffic per 
man. 

Our wages are the highest. 

Our return on capital is the highest after allow- 
ing for higher wages and taxes. Even though our 
wages are the highest, if our railroads were allowed 
the same rates and paid the same taxes as foreign 
roads, our returns would satisfy the most exacting 
railroad shareholder. 



A CONSTRUCTIVE RAILROAD POLICY. 

The purpose of this chapter is to suggest reme- 
dies for some of the evils existing in our present 
methods of administering and regulating our rail- 
road system, to which attention has been directed 
in the two previous chapters, and to propose a plan 
for applying the suggested remedies to cure such 
evils. 

Necessity for National Regulation. 

Government regulation is now applied to rail- 
road affairs through the following agencies: 

Congress 1 p^^^^^^ ^ 

Interstate Commerce Commission. 1 

State Legislatures 48 

State Commissions 43 State .... 91 

Total 93 93 

The previous discussion of regulation shows 
clearly that the several states have not resisted the 
temptation to regulate for their selfish and exclu- 
sive advantage. It is too much to expect that they 
would do otherwise, as state agencies are organ- 
ized to look after the interests of the particular 
states they serve. The fair state suffers from the 
act of the selfish state and, in many instances, a 
discrimination against interstate commerce results. 
The inevitable result of attempting to regulate 
through 93 independently-acting agencies of gov- 
ernment is patchwork. The conflicting require- 
ments of these various agencies are confusing and 
show the system to be illogical, fundamentally 
wrong and a bar to efficient conduct of business. 
It is not surprising that such a system of regulation 
has broken down. 
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Regulation, to be efficient, must be under one 
authority. Congress is the only agent of srovem- 
ment with sufficient power to regulate efficiently. 
The decisions of the Supreme Court in the Minne- 
sota rate case and in the Shreveport case indicate 
clearly that Congress has ample power when it 
chooses to exercise it. Heretofore it has not 
chosen to exercise it fully. 

Work of the Interstate Commerce Commission. 

The agency through which Congress acts in 
regulating the rates and practices of the railroads 
is the Interstate Commerce Commission. The work 
of this Commission is of the utmost importance to 
the entire nation and of tremendous proportions. 
The annual report of the Commission for the year 
ending October 31, 1915, shows the following work 
performed by it during that year : 

Number of hearings conducted 1,543 

Testimony taken in above hearings, pages. .200,438 

These hearings and this testimony are only the 
preliminary work, the basis for consideration and 
decision of the matters at issue. 
Cases in which oral arguments were heard. 198 
Number of days sitting in above cases. ..... 103 

Separate complaints entered upon its "in- 
formal docket" 6,500 

Applications entered upon "formal docket" . 6,690 
Orders made under the "long and short 

haul" clause 822 

Number of rate schedules filed 149,449 

The Commission hears as many arguments as 
the Supreme Court of the United States. 

Considers applications for exemption from rules 
established by itself and Congress. 

Conducts a bureau for the detection of infrac- 
tions of the law. 
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Initiates and supervises criminal prosecutions. 

Supervises the accounting of more than 2,000 
corporations. 

Inspects the equipment, signals and other ap- 
purtenances of the railroads. 

Enforces regulations concerning hours of rail- 
road labor. 

Collects comprehensive statistics of railroads, 
tabulates and publishes them.* 

It undertakes such special investigations as that 
of the financial operations of the New Haven sys- 
tem; the shortage of cars during the threatened 
coal famine; the embargo of the railroads occa- 
sioned by the recent unprecedented movement of 
war supplies for Europe; answers numerous in- 
quiries from Congress. 

As if these tasks were not large enough, Con- 
gress has directed it to make a valuation of the 
250,000 miles of railroad, worth perhaps twenty 
billion dollars. This is by far the largest under- 
taking of its kind ever attempted in the world. 

This is only a partial list of its duties in connec- 
tion with railroad regulation. In addition, it regu- 
lates telegratph, telephone and pipe lines, as well 
as express companies. 

Overburden of the Commission. 

It is of course impossible that the seven mem- 
bers of the Commission should read 200,438 pages 
of testimony, consider personally all of the com- 
plaints, applications and orders or even see a small 



The foregoing data as to the work of the Com- 
mission are taken from an article appearing in the 
"World's Work," February, 1916, by Mr. Otto H. 
Kahn. 
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part of the 149,449 tariff schedules, some of which 
contain hundreds of pages of printed matter. 

The tremendous volume of work to be super- 
vised necessitates the assignment of many import- 
ant hearings and investigations to minor officials 
and clerks, whose views must necessarily have an 
important influence on the decisions of the Commis- 
sion. The Commission has shown a wonderful 
capacity for work, but the task is beyond the power 
of any seven men, whatever their capacity. If to 
this we now add the work which the State Com- 
missions have heretofore attempted to perform, the 
present organization of the Interstate Commerce 
Commission will be overwhelmed. 

Reorganization of the Interstate C<»nmerce 

Commission. 

The area served by the railroads of the country 
is too large for efficient regulation from Washing- 
ton alone. It does not admit the close contact of 
major officials with conditions peculiar to various 
districts. 

Major Traffic Territories. 

The railroads, in dealing with traffic matters, 
have divided the country into eight major traffic ter- 
ritories, viz: New England, Trunk line. Central 
Freight Association, Western Trunk Line, South- 
Eastern, South-Eastem Mississippi Valley, South- 
western and Transcontinental. This subdivision of 
territories is shown on the map. The character of 
traffic is homogenous in each district, but that of 
each district varies from the others in some particu- 
lars. 

In New England, the principal natural resources 
are timber and stone. Owing to cheap and abundant 
water power and favorable labor conditions, its 
traffic is principally that incident to diversified man- 
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ufacturing. Its principal seaports are Boston and 
Portland. The principal features of its railroad sreog- 
raphy are radial lines diverging from its seaports. 

The most important natural resources of Trunk 
Line territory are coal, petroleum and lumber. 
There are immense mining and manufacturing inter- 
ests in this territory. Its principal seaports are New 
York, Philadelphia, Baltimore and Norfolk. The 
distinctive feature of its railroad geography is many 
east and west trunk lines, practically parallel, con- 
necting its seaports with the interior. 

In Central territory, the most important agricul- 
tural and natural resources are Com, Grain, Cattle, 
Coal, Petroleum and Lumber. It also has large and 
important mining and manufacturing interests. The 
principal feature of its railroad geography is a lar^re 
number of north and south lines connecting the Great 
Lakes with the Mississippi and Ohio Rivers. These 
are crossed by the east and west trunk lines, ex- 
tended westward from Trunk Line territory, which 
gives a general gridiron effect to the map of its rail- 
roads. 

The traffic moved within and between these three 
territories constitutes more than 50% of the entire 
traffic of the whole United States. Their traffic den- 
sity is very much greater than that of the other ter- 
ritories. 

The most important agricultural and natural re- 
sources of Western Trunk Line territory are Corn, 
Grain, Cattle, Copper, Iron and Zinc. Manufactur- 
ing is not nearly so important as in the territories to 
the east, its paramount interest being agricultural. 
The distinctive feature of its railroad geography is a 
large number of lines radiating from Chicago and 
St. Louis as centers. 

In South-Eastern territory, the most important 
agricultural and natural resources are Cotton, To- 
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bacco, Fruits, Lumber, Turpentine and Phosphates. 
It has an important cotton manufacturing industry in 
the eastern portion and important mining and manu- 
facturing interests in the Birmingham and Chatta- 
nooga districts. Its principal seaports are Charles- 
ton, S. C, Savannah, Ga., and Pensacola, Fla. The 
principal feature of its railroad geography is a num- 
ber of railroads diverging from such centers as Bir- 
mingham and Atlanta, extending to the Atlantic, the 
Gulf and toward the Ohio and Mississippi Rivers. 

The most important resources of South-Eastem 
Mississippi Valley territory are Cotton, Tobacco, 
Rice and Lumber. Its principal interests are agri- 
cultural, manufacturing being comparatively of little 
importance. Its principal seaports are New Orleans 
and Mobile on the Gulf of Mexico. The principal 
feature of its railroad geography is several north and 
south systems of railroads paralleling the Mississippi 
River, connecting the states in the Mississippi Valley 
with the Gulf ports. 

In South- Western territory. Cotton, Rice, Cattle, 
Lumber and Petroleum are the most important agri- 
cultural and natural resources, the manufacturing 
interests being comparatively unimportant. Its prin- 
cipal seaport is Galveston, Texas, on the Gulf of 
Mexico. Its geography shows railroads diverging in 
all directions from such interior points as Dallas and 
Fort Worth. Galveston is also a center for many 
radial railroads. There are two important trans- 
continental systems running east and west through 
the territory. 

In Transcontinental territory the agricultural, 
live stock and lumber interests are the most import- 
ant. Its principal agricultural and natural resources 
are Grain, Fruit, Lumber, Cattle, Sheep, Wool, Cop- 
per and precious metals. It has an important min- 
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ing industry ; its manufacturing interests are confined 
to the Pacific coast. Its principal seaports are San 
Francisco and Seattle. Its average traffic density is 
markedly less than that of any other territory. The 
distinctive feature of its railroad geography are par- 
allel east and west trunk lines connecting the Mis- 
sissippi Valley with the Pacific Ocean.** 

Proposed Representative District Commissions. 

In order to maintain the desired close contact of 
responsible ofiicials with the conditions peculiar to 
the various districts or territories, it is suggested that 
the present Interstate Commerce Commission should 
be expanded by creating eight District Commissions 
of seven members each, with jurisdiction over the 
eight territories just described. The present Inter- 
state Commerce Commission at Washington should 
have supervision over the eight District Commissions, 
through power of review, co-ordinating their work 
and unifying their practice to prevent discrimination 



** While the traffic in Transcontinental territory 
is comparatively less dense than in the other terri- 
tories, and for that reason does not require so much 
attention for a given mileage of lines, the area in- 
volved and consequently the long distances between 
points within the territory and the city chosen as its 
headquarters, may necessitate the forming of two 
territories, rather than the one here described as 
Transcontinental. 

In that case, two territories should be formed, 
called say North Transcontinental and South Trans- 
continental, the line of the Union and Southern 
Pacific constituting, in the main, the boundary be- 
tween the two, those two systems and the Western 
Pacific being included within the southern territory. 
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by action of any one or more District Commissions 
against the other territories. 

The organization of each of the District Commis- 
sions should be along the lines of the present Inter- 
state Commerce Commission, except that its seven 
members should be more representative. It should 
be possible to secure men with broad experience as 
to the needs of shippers, one for the mining, manu- 
facturing and merchandising and one for the agri- 
cultural interests; one experienced in the needs of 
railroad labor ; one with broad experience in railroad 
administration ; one each from the professions of law, 
engineering and finance, to secure the technical 
knowledge required in adjusting the various inter- 
ests of the district. 

There is usually a difference of opinion as to 
the proper apportionment of transportation cost 
between two broad classes of shippers, viz., those 
having agricultural and live stock interests, on the 
one hand, and those interested in industrial and 
commercial enterprises, on the other. The views of 
railroad employees and officials in regard to wages 
and working conditions are divergent; their adjust- 
ment is the subject of frequent discussion by them. 

Evidently shippers are interested in wages and 
working conditions as they affect rates. The gen- 
eral tendency of their efforts would be to keep 
wages low, so that rates might be as low as pos- 
sible. Railroad employees and officials are inter- 
ested in rates because they affect wages and the 
results of operation. Their efforts would naturally 
be directed toward making rates high, so that 
wages might be high and net results of operation 
as favorable as possible. 

Each party in interest is entitled to a presenta- 
tion of its views. Discussion of the various con- 
flicting interests, by those familiar with the condi- 
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tions to be met, should result in a fair adjustment of 
rates between different classes of shippers and a 
proper relation between the rate schedule as a 
whole, on the one hand, and net operating results 
on the other. 

The proper relation of the net financial results 
of operation to general business interests and to 
railroad credit, is a proper study for a financier. 
The return must not be so high that general busi- 
ness is unduly taxed nor, on the other hand, so low 
that railroad credit is injuriously affected. 

In the matter of constructing new lines and of 
providing improvements and additions for existing 
lines, the judgment of the engineer is valuable in 
considering the proper relation between cost and 
the amount of proposed issues of new securities. 

The experience of the lawyer would be directed 
toward determining the facts relating to these 
various matters — through properly conducted hear- 
ings and investigations — and formulating the de- 
cisions of the commission legally. 

The experience of individual members of the 
commission would give it, as a whole, a wide ex- 
perience in the needs of the public and technical 
knowledge pertaining to the many sides of railroad 
operation and construction and its proper relation 
to business. It would restrain the selfishness of 
particular interests on the one hand and correct the 
narrowness of technical and specially trained men 
on the other. 

It will be noted that the membership of the com- 
mission is so balanced that there is no danger that 
the bias of any one of its members, or a natural 
combination of them, will give any particular inter- 
est a predominating influence in the decisions of the 
commission as a whole. 
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The shippers provide the revenue of the rail- 
roads and are represented by two members; the 
railroads spend the revenue in operation and paying 
interest on investments in the property and they are 
represented by two members. It is in the interest 
of shippers that improvements of existing lines and 
extensions into new territories be made, in order to 
provide for expanding business and for development 
of new trade as rapidly as possible. This interest, 
if unrestrained, might lead to over-expansion of 
railroad facilities; the railroad executive and the 
financier would appreciate such danger and serve 
as a check on the shippers. On the other hand, an 
ultra conservative policy in regard to extensions and 
improvements would bar expansion and extension 
of trade; this tendency would be checked by the 
needs of the shippers. 

The first and most natural objection which 
would present itself in investigating the feasibility 
of appointing such a representative commission as 
the one proposed, is that the members would have 
had no previous experience in rate regulation. It 
is to be remembered in this connection, that only an 
occasional member of the Interstate Commerce 
Commission had ever had experience in rate regu- 
lation, prior to his appointment, and yet collectively 
they have become perhaps the most expert rate reg- 
ulating body in the world. 

The conditions existing at the time of organiz- 
ing the District Commissions would be, that all rates 
in the territory had been previously established, the 
regulating duties of the commission being to keep 
them properly adjusted to each other. Neither rail- 
roads nor commissions have very much power in 
making rates. In the vast majority of cases, com- 
mercial conditions — over which neither of them 
have any control — make rates; the work of regu- 
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lation consists in keeping rates adjusted to chang- 
ing business conditions. This applies not only to the 
through rates but to the larger part of local rates 
as well. 

In such matters, the new District Commissions 
must be trained through experience, just as the In- 
terstate Commerce Commission has been trained and 
brought to its present state of eflSciency. The new 
commissions will have the benefit of the experience 
and general direction of the Washington commis- 
sion. Further, there must be some members of ex- 
isting State Commissions, with a very considerable 
and valuable experience, who could fill most ac- 
ceptably the requirements of membership in the new 
District Commissions. 

In the interest of the public and the owners of 
the railroads, national regulation must be accom- 
panied by supervision of the issue of new railroad 
securities. This will be new work for both the 
Washington and the proposed District Commissions, 
and it will be a most important part of their duties. 
The matters involved in such supervision are well 
within the experience of such a commission as that 
outlined. 

The present State Commissions are much more 
representative of various interests than is the pres- 
ent Interstate Commerce Commission. The principal 
objection to regulation under one national commis- 
sion is its lack of intimate knowledge and close con- 
tact with the peculiar needs of the various terri- 
tories, which only local residence can give. There 
is the further objection that a commission in which 
lawyers predominate has not, through lack of ex- 
perience, the breadth of view which is necessary in 
dealing with such a diversity of subjects as a regu- 
lating commission is called upon to consider. 
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Under these conditions, it is probable that the 
several states will strenuously antagonize any plan 
for nationalizing regulation which does not provide 
a resident, representative commission for each ter- 
ritory — such territory being compact, of reasonable 
area, and composed of states in which the business 
and railroad conditions are generally similar. 

The appointments to District Commissions 
would be made by the President and the tenure of 
office should be long in order that the commission- 
ers be relieved from harmful local political pres- 
sure, in so far as that is possible. It should be 
possible to build up an organization which would 
be as effective in each district as the present Inter- 
state Commerce Commission has become in its wider 
field. 

Railroad Representation on Commissions. 

There can be no reasonable objection to halving 
men trained on the railroads as members of such 
commissions. Practically all executives of railroads 
are men who have worked up from the ranks 
through force of native ability and integrity. They 
have had no "pull." The interests at stake are so 
large on a large railroad system that its owners can 
not afford to have men of unproven ability. The 
same is true of the leading representatives of rail- 
road labor. 

As a class, railroad executives and the heads of 
railroad labor organizations are intelligent, broad- 
minded and as patriotic as any other class of men. 
Men who serve railroads and their fellow-employees 
well, will serve governments well, if they can be 
induced to accept service. 

In organizing the boards to regulate banking, 
the members were selected on the ground of 
previous experience in practical banking. The 
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country assumed, as a matter of course, that such 
men would be valuable on banking boards. The 
same principle should apply in organizing commis- 
sions regulating railroads. It is absurd to omit rail- 
road men from such commissions. 



Financial Responsibility for Regulatii 

Turning to the actual work of the commissions 
in regulating railroads, let us examine its principal 
features on broad lines. 

The government in regulating rates controls the 
revenues of the railroads. Through regulation of 
railroad operation, it controls, to a large extent, 
railroad expenditure. It is not responsible for the 
financial results of such regulation, the owners of 
the property assuming that obligation. 

The only restraint on the regulating powers of 
the government is that the revenues as a whole 
shall be such that the property is not actually con- 
fiscated. That is, so long as a railroad makes a 
bare living — pays a return on its value just short 
of confiscation — the owners of the property can not 
interfere with the regulation. 

It is economically impossible that a business be 
prosperous if its owners can control neither income 
nor out-go, but are compelled to accept financial 
responsibility for the results of operation. Any 
business that barely misses bankruptcy can not have 
financial standing — ^the credit — ^required for con- 
ducting a successful business. 

Such was the condition of the business of the 
railroads of the country at the end of the fiscal year 
1914, and the same conditions may reasonably be 
expected to obtain shortly after the close of the Eu- 
ropean war, which has caused a temporary and ab- 
normal stimulation of railroad trafiic. When the 
surplus accumulated through this war traffic has dis- 
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appeared — as the former surplus of the railroads 
had disappeared in 1914 — we will confront the same 
problem again. The proper solution of it should be 
found before that transpires. 

Government Guarantee of Interest and Dividends. 

It is a cardinal principle of all business that the 
agency which exercises authority over income and 
out-go is held responsible for the net results. Ap- 
plying this to the railroads, if government regulates 
income and expenditure it should guarantee results 
— guarantee a return on the value of the property 
it regulates, or lacking accurate knowledge of actual 
value, guarantee the interest and dividends on the 
securities of a railroad, unless the face value of its 
issues is palpably largely in excess of real value. 

In doing this it would only be putting into prac- 
tical effect what constitutional provisions require 
that it must do — ^that is, pay the owners fairly for 
the public use of railroad property. A decision of 
the Supreme Court of the United States handed 
down in 1894, the opinion being by Mr. Justice 
Brewer, defines this obligation of government 
clearly : 

"The equal protection of the laws — ^the spirit of 
common justice — ^forbids that one class should by 
law be compelled to suffer that others may gain. 
If the state were to seek to acquire title to these 
roads, under its power of eminent domain, is there 
any doubt that constitutional provisions would re- 
quire the payment to the corporation of just com- 
pensation, that compensation being the value of the 
property as it stood in the markets of the w-orld and 
not as prescribed by an act of the legislature? Is 
it any less a departure from the obligations of jus- 
tice to seek to take not the title but the use for the 
public benefit at less than its market value? 
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I 

''Property invested in railroads is as much pro- 
tected from public appropriation as any other. If 
taken for public uses, iU value must be paid for. 
Constitutional guarantees to this extent are explicit" ; 
* * * 'The value of the property cannot be de- 
stroyed by lesrislation depriying the owner of ade- 
quate compensation." 

This decision does not say that the government 
shall guarantee interest on railroad securities, but 
it does say clearly that government regulation shall 
be such that the net revenues from railroad opera- 
tion shall constitute a fair return on the value of 
railroad property. So long as the amount of the 
issue of railroad securities does not exceed the value 
of the property, the government regulation must 
provide a sufficient net revenue to pay the interest 
on such securities. 

Why not recognize this responsibility definitely 
and give practical effect to this constitutional pro- 
vision by declaring that the government guarantees 
that its regulation will be such as to produce a net 
revenue sufficient to pay the interest on the securi- 
ties of all fairly capitalized railroads which serve 
the public beneficially? Some very important pub- 
lic benefits would result from the adoption of such 
a policy. 

Railroad Credit. 

Credit is indispensable to the successful conduct 
of railroad business and the public is vitally inter- 
ested in railroad credit, as it affects the cost of its 
transportation. If the Federal Government guar- 
anteed the interest on new issues of railroad securi- 
ties, new capital required by the railroads could be 
obtained at the lowest possible rate of interest. 
Without such guarantee it will be difficult, in some 
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cases impossible, to obtain new capital, and in all 
cases the rate of interest charged will be higher. 

The normal requirements for new railroad 
capital are large. Mr. James J. Hill some years 
ago estimated that our legitimate annual needs for 
new railroad capital were at least 1,000 million dol- 
lars and some time after increased the estimate to 
1,250 million. A large portion of the public press 
considered this estimate as grossly in excess of 
actual requirements and treated it humorously for 
a while, but subsequent events have proven his 
estimates very conservative. 

That new capital has not come forward for in- 
vestment in as large amounts as conditions require is 
shown by the fact that from 1903 to 1913, the ton- 
nage of railroad traflSc moved increased 78% while 
construction only increased 17%. The construction 
of new railroads has been practically abandoned 
for several years past. This means that in addition 
to normal future requirements, some allowance 
must be made for "catching up" in the future for 
the present and preceding period of retarded rail- 
road construction. 

Existing railroads need additional facilities — 
double tracking of main line and in some cases 
third and fourth tracks, increase in the mileage of 
yard tracks, in terminal facilities and in many other 
directions. At the present time in Chicago alone, 
65 million dollars is being expended to improve the 
terminal used by four roads, 20 million is being 
considered for that of another road. Mr. Charles 
Francis Adams stated in a letter to the President, 
not long ago, that 100 million dollars of new capi- 
tal was immediately required by railroads in and 
near Boston. 

Electrification of city terminals, elevation of 
tracks through congested city districts, and aboli- 
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tion of grade crossings in all districts, are being 
demanded by the public with growing insistence. 
The demand for new capital for these purposes is 
enormous. 

In addition there are, as heretofore stated, vast 
areas in the West, with great natural resources and 
with insufficient transportation facilities, or none at 
all. In many districts in and east of the Mississippi 
Valley, already partly developed, additional rail- 
roads are needed for the proper development of 
the country. Thousands of miles of railroads must 
be built, if these needs are to be met, and the po- 
tential trade of these districts can not be developed 
until they are met. New capital, in large amounts, 
will be required for this purpose. 

Enormous World-Wide Demand for 

New Capital. 

The world's available new capital has been es- 
timated at 4,000 million dollars annually. Countries 
like France and Belgium which have heretofore 
contributed largely to this new capital will be un- 
able to do so for some years to come. 

The cost of the European war from its beginning 
to date can not be stated, as very large revenues have 
been raised by extraordinary internal taxation. The 
increase in the national debts of the belligerent na- 
tions is estimated by our Federal Reserve Board as 
follows : 
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Estimate of 

Increase in National Debts Due to the European War 

By the American Federal Reserve Board 

(As stated in press reports in January , 1917) 

From beginning to year 1916: 
Country — Amount 

Great Britain, November 11 $13,253,358,000 

France, August 31 8,038,500,000 

Russia, December 31 7,973,274,000 

Germany, October 27. 15,260,000,000 

Austria, May 3,716,200,000 

Hungary, May 1,214,000,000 

Total $49,455,332,000 

Should the war continue until the fall of 1917, 
and the same rate of increase continue, the national 
debts of these principal belligerents will have been 
increased by practically 70 billion dollars. The 
funding of this increase alone will require all of the 
estimated available new capital of the whole world 
for a period of more than 18 years following the 
close of the war. 

To the estimate of the amount required for fund- 
ing this increase in national debts must be added the 
enormous cost of restoring industries and improve- 
ments destroyed by the war. A further addition for 
the normal requirements of non-belligerent nations 
must be included in the estimate of the total world 
demand for new capital. 

The world has no previous experience with fig- 
ures of such magnitude. It requires no gift of 
prophecy, however, to state, without reservation, 
that credit will be stretched to the breaking point for 
many years to come. There is no doubt that these 
conditions will force groups of foreign nations into 
international agreements regarding the funding of 
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these debts and supplying the capital needed in re- 
constructing the ruined improvements and industries 
of various countries. That is, various nations must 
combine their credit and resources and act as a unit 
in adjusting their financial affairs. 

Some of our largest railroad systems have been 
considered strong in the financial world in the past, 
but the strongest of them will be as weak as a new 
bom baby in competing with these combinations of 
wealthy and powerful nations for new capital. As 
heretofore stated, the credit of the railroads, prior 
to the war, had been very seriously impaired. What 
will their position be after the war, in the face of 
such powerful competition and compelling necessity 
of foreign countries for new capital ? 

Lack of Railroad Credit Precludes Trade Expansion 

The railroads seeking the large amounts of capi- 
tal needed for expansion and extension of existing 
facilities, must meet world-wide competition in se- 
curing it. Without government guarantee of interest, 
their ability to borrow in large amounts is extremely 
doubtful and it is certain that the rates of interest 
charged will be greatly in excess of existing rates. 

In the face of such conditions, railroads can not 
expand the facilities of existing lines to meet ex- 
panding business and extensions must certainly wait 
for many years. This means a lack of transportation 
facilities which will bar the expansion of present 
business and prevent the development of potential 
trade in our undeveloped districts for many years to 
come. 

In the 70's and early 80's they burned corn in 
some of the western states because the cost of grow- 
ing and transporting it to market exceeded its mar- 
ket value. That is, a needed commodity, through 
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lack of transportation, had little or no value at its 
point of production. 

In 1912, in northern Wyoming, the fields were 
covered with stacks of the finest alfalfa, which could 
not be sold there at $5 per ton, while in Denver, a 
few hundred miles away, it was selling at $25 per 
ton and farmers all through the west were selling 
cattle at lowered prices because the price of feed 
was high. The needed railroad connection, of com- 
paratively small mileage, had not been constructed 
and the alfalfa stayed in the fields in spite of the 
great near-by demand. The new settlers needed the 
money badly and it would have relieved the pinch 
of their poverty ; the cattle feeders needed their feed 
badly and yet the needs of neither were met. 

During the whole of the year 1916 our commerce, 
while large, has been restricted through the lack of 
transportation facilities — additional main line tracks, 
terminals, yards and equipment — ^because new capi- 
tal has not been available for constructing them dur- 
ing the last few years. Can we learn nothing from 
our experience ? 

We can not go on indefinitely with our commer- 
cial and industrial expansion without providing 
means for transporting our commodities from point 
of production to the place of consumption or export, 
and we cannot have these needed means of transpor- 
tation without the expenditure of enormous sums of 
money. We can not obtain the money without rail- 
road credit. 

From whatever angle our transportation problem 
is viewed, railroad credit looms ominously above all 
of its other features. At first sight, a proposal that 
the Federal Government guarantee interest on the 
issue of railroad securities will seem very radical to 
most Americans, but when we consider that our na- 
tional prosperity for the future is so largely depend- 



84 GOVERNMENT PARTNERSHIP 

ent on railroad credit and that the future competi- 
tion for new capital will be keen and of world-wide 
proportion for many years, it is apparent that a 
drastic measure is justified, in as much as the end 
sought — national prosperity — ^is so vitally important. 

Unequal Earning Power of Railroads. 

The business conditions surrounding individual 
railroads vary widely, just as they do in the case of 
individual firms or corporations. One railroad may 
serve a territory producing a dense traffic, and the 
contour of the country be such that the cost of con- 
struction has been comparatively small ; another rail- 
road serving the same general territory, through 
necessity, may have a less favorable location and the 
cost of building therefore has been much larger; 
still another railroad may traverse a territory of thin 
traffic and, on account of unfavorable topographical 
conditions, the cost of construction has been very 
large. 

With the same general level of rates applied to 
the traffic of these three railroads, the return on the 
money invested in the first will be the largest, on the 
second it will not be so large and on the third it will 
be the smallest. It is impossible that the roads earn 
the same return on the money invested in them if the 
rates are on the same general level for all of them. 
It is commercially impossible to adjust the freight 
and passenger rates so that the rate of return shall 
be the same for each road. 

A few illustrations will serve to show the im- 
possibility of all railroads in a given territory earn- 
ing the same return under the same general level 
of rates. 

The Delaware, Lackawanna & Western and the 
Lehigh Valley are two railroad systems serving the 
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same territory. They both carry enormous ton- 
nages of anthracite coal between the mines and 
Lake Erie ports, on the one hand, and eastern cities 
on the other. The classification of the traffic of the 
two roads, however, is dissimilar, as the following 
statement as to percentages of various commodities 
shows : 

Lehigh 
D. L. & W. Valley 

Products of Agriculture 17.8% 10.2% 

Animals 3.1 1.8 

Mines 29.9 64.0 

Forests 4.7 2.7 

Manufactures 23.7 13.0 

Merchandise 11.5 ] 

Miscellaneous 9.3 | 8.3 

100.0% 100.0% 

Their earnings and various other operating fac- 
tors are as follows : 

Lehigh 

(For the year 1914) D.L.&W. Valley 

Average train load 655 tons 622 tons 

Average freight rate 

per ton-mile 0.665 cents 0.661 cents 

Earnings per freight 

train mile $4.63 $4.09 

Gross earnings per mile 

of road $39,845 $29,285 

Net earnings per mile 

of road 14,041 8,390 

Ratio of operating ex- 
pense to gross earn- 

mgs 64.76% 71.35% 

The average haul on all freight is practically the 
same for both roads. The average freight rate per 
ton-mile is practically identical, as shown above. 
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While they serve practically the same territory the 
D. L. & W. earns $10,560 gross and $5,651 net more 
per mile than does the Lehigh Valley, because its 
business is larger and its operating ratio is 6.59% 
less. 

Both roads are most efficiently operated. The 
rates can not be so adjusted that the Lehigh Valley 
will earn as much per mile as the D. L. & W. If 
the Lehigh raised its rates for the purpose of in- 
creasing its net revenue, it would get none of the 
competitive business, which is by far the greater 
part of the total traffic. That is, commercial con- 
ditions preclude equal net earning power for these 
two roads. 

The Chicago, Burlington & Quincy and the Chi- 
cago & Northwestern are both large systems and 
serve the same general territory. The earnings and 
various operating factors for the two systems are 
as follows : 

(For the year 1915) C. B. & Q. C. & N. TV- 
Average train load 491 tons 360 tons 

Average freight rate 

per ton-mile 0.733 cents 0.87 cents 

Average haul on 

freight 269 miles 154 miles 

Earnings per freight 

train mile $3,604 $3,009 

Gross earnings per mile 

of road $9,757 $9,963 

Net earnings per mile 

of road 3,285 3,010 

Ratio of operating ex- 
penses to gross earn- 
ings 66.33% 69.79% 

The higher ton-mile rate of the C. & N. W. is 
due principally to the fact that its average haul is 
shorter. The rates are on the same general level 
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for equal or similar service. Both roads are effi- 
ciently managed. The C. & N. W. earned gross 
$206 per mile more than the C. B. & Q., but the 
latter earned net $275 per mile more, as the per- 
centage of its operating expenses to gross earnings 
was 3.46% less. As they occupy much the same 
territory the cost of constructing and equipping 
them has probably been very nearly the same amount 
per mile of line. 

Considering the mileage of the two, 8,107 and 
9,364 respectively, it is rather remarkable that their 
gross earnings and operating ratios should be so 
nearly alike. One road is more favorably situated 
to the extent that its operating ratio is lower than 
the other. It is not commercially possible to so 
adjust the rates that they both will earn exactly 
the same return on the cost of constructing and 
equipping them. 

The Union Pacific and the Denver & Rio 
Grande are located, in large part, in the same gen- 
eral territory. The classification of their traffic 
varies widely as shown by the following statement 
of percentages of various commodities carried: 

U. P. D.&R.G. 

Products of Agriculture 35.38% 6.3% 

Animals 6.29 1.8 

Mines 27.93 80.0 

Forests 12.89 2.1 

Manufactures 10.57 5.6 

Miscellaneous 6.94 4.2 



100.0% 100.0% 

Their earnings and various operating factors 
are as follows: 

Year 1915 U. P. D.&R.G. 

Average train load 442 tons 383 tons 
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Average freight rate U. P. D.&R.6. 

per ton-mile 0.968 cents 1.19 cents 

Average haul on 

freight 357 miles 131 miles 

Earnings per freight 

train mile $4.21 $4.54 

Gross earnings per mile 

of road $11,171 $8,486 

Net earnings per mile 

of road 4,473 2,930 

Ratio of operating ex- 
penses to gross earn- 
ings 59.96% 65.48% 

Capitalization per mile 

of road $86,355 $81,850 

In spite of the fact that it carries so high a per- 
centage of products of mines, the average freight 
rate of the D. & R. G. is higher than that of the 
U. P. While the capitalization of the D. & R. G. 
is almost as high as that of the U. P. its grades are 
steeper and its other operating conditions less fav- 
orable so that its average trainload is less. On ac- 
count of its connections, the U. P. does more busi- 
ness, that is, its gross earnings per mile of road are 
larger. On account of its superiority in operating 
conditions and larger business, its net earnings are 
$1,543 per mile larger than those of the D. & R. G. 

The Union Pacific and the Northern Pacific sys- 
tems serve territories very similar in their physical 
characteristics and in the character of the trafiic. 
Their earnings and various operating factors are as 
follows : 

Year 1914 U. P. N. P. 

Average train load . . . 430 tons 575 tons 

Average freight rate 

per ton-mile 0.978 cents 0.854 cents 
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Average haul on U. P. N. P. 

freight 360 miles 293 miles 

Earnings per freight 

train mile $4.19 $4.84 

Gross earnings per mile 

of road $12-,089 $10,863 

Net earnings per mile 

of road 4,831 4,280 

Ratio of operating ex- 
penses to gross earn- 
ings 60.04% 60.50% 

Capitalization per mile 

of road $86,355 $87,011 

The rates of both are on the same general level. 
The ratio of operating expenses to gross earnings is 
practically the same for both roads. Both are effi- 
ciently operated. The Union Pacific earns net $551 
per mile of road more than the Northern Pacific be- 
cause it does a larger business by $1,226 per mile 
They are both capitalized at practically the same 
amount per mile. 

It is evident in the cases cited that with the roads 
operating under the same general level of rates and 
with equally efficient operating organizations, the 
Lackawanna's net earnings per mile will exceed 
those of the Lehigh, the Burlington's those of the 
Northwestern and the Union Pacific's those of the 
Northern Pacific. 

Fair Return for Use of Railroad Property. 

If the rates are adjusted so that the most favor- 
ably situated roads are allowed to earn just a bare 
fair return, then the three less favorably situated 
roads must earn less than a fair return — ^that is, they 
will be confiscated to the extent that their net earn- 
ings fall below a fair return. The Constitution spe- 
cifically provides that this shall not be done. 
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If the rates are so adjusted that the Lehigh, the 
Northwestern and the Northern Pacific earn a f Air 
return, then the more favorably situated Lacka- 
wanna, Burlington and Union Pacific will earn more 
than a fair return. The less favorably situated roads 
serve the public beneficially just as the three more 
favorably situated roads do. All of them are indis- 
pensable to the commerce and the social welfare of 
the territories they serve. Under these conditions 
they are all clearly entitled to earn a fair return on 
their value. It is equally clear that the Lackawanna, 
Burlington and Union Pacific must earn more than 
a bare fair return in order that the other three roads 
be allowed to earn their fair return. 



Not Based on Earning Power 
or Value. 

Comparing further the railroads used in the fore- 
going illustrations we find that their capitalization 
is not based on their net earning power. The follow- 
ing statement shows the capitalization and the net 
earnings per mile — ^the latter being the average for 
the ten-year period 1906-1915. 

Net eamingra 
* Capitalization per mile, 
per mile 1914. Aver. 10 yrs. 

Delaware, Lackawanna & Western $44,464 $17,517 

Lehigh Valley 95,652 9.182 

$51,188 $ 8,385 

Chicago, Burlington & Quincy $34,363 $2,920 

Chicago & Northwestern 45,143 2.970 

$10,780 $ 50 

Union Pacific $86,355 $5,736 

Northern Pacific 87,011 4,796 

$ 656 $ 940 

♦From "Railroad Valuation and Rates," by Mark Wymond — 
Wymond & Clark, Chicago. 
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The Lackawanna is capitalized at $51,188 per 
mile less and earns net $8,885 per mile more than the 
Lehigh Valley. The Burlington is capitalized at 
$10,780 less and has earned net only $50 per mile 
less than the Northwestern. The Union Pacific is 
capitalized at $656 less and earns net $940 more per 
mile than the Northern Pacific. It will be noted in 
two cases that the roads of greater net earning 
power have the smaller capitalization. 

The value of all of the roads probably exceeds 
their capitalization; it is very much greater in the 
case of the three with the lowest capitalization. All 
of them have paid for improvements and extensions 
from earnings, without increasing their capitaliza- 
tion in an amount equal to the value of the improve- 
ments and the increased value* of the property. 

Proposed Method of Establishing Fair Return. 

The real value of these roads will not be deter- 
mined until the valuation of the railroads now being 
made by the Interstate Commerce Commission shall 
have been completed some years hence. The value 
being unknown at present and the capitalization be- 
ing evidently less than the real value, some standard 
must be fixed for gauging the amount of the fair re- 
turn to the roads pending the final determination 
of value by judicial authority. 

As a tentative plan for discussion, it is suggested 
that the general average net earnings per mile for 
the preceding period of ten years be used as a basis 
for establishing the fair return on value of railroad 
property used. As to the older roads the applica- 



*Increased value of railroad due to increase in 
value of real estate and other items of the same 
nature. 
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tion of such a basis should be a simple matter usually. 
In some cases of older roads and of all comparatively 
new roads, variations from the sreneral plan would 
be necessary to meet peculiar situations. 

The C. B. & Q. is one of the older systems which 
probably should have somewhat different treatment 
than the general one here outlined. Its smaller net 
earnings per mile during the years 1906-1910 are 
probably due to the fact that a considerable part of 
its mileage of new road was constructed in undevel- 
oped far western territory just prior to that time. 
The deficits from operation of new lines during the 
development period have reduced the net earnings 
of the system, as a whole, for the years 1906-10. If 
on investigation of any property such a condition 
can be shown to have existed, the average should be 
determined on some other than the 10-year basis, 
say the preceding five years in the case of the Bur- 
lington. 

In order to show clearly just what is intended the 
following table is given showing, for a period of ten 
years, the net earnings per mile of the roads which 
have been used for illustrating this phase of the dis- 
cussion. 

Division of Profits of Transportation. 

Let us assume that an arrangement had been 
made which provided : 

(1) That all railroads serving the public benefi- 
cially be allowed to earn a fair return, determined 
as above outlined, when it is commercially possible 
for them to do so. 
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**Net Earnings Per Mile of Railroad. 

D. L. Lehigh C. B. C. & Union North'n 

Year. & W. Valley. & Q. N. W. Paxiific. Pacific. 

1906 $18,265 $ 8,844 $2,550 $3,189 $5,932 $5,578 

1907 20,423 9,C70 2,594 3,190 6,288 5.671 

1908 18,741 9,163 2.506 2,828 5,941 5,036 

1909 19,717 8,688 2,667 2,98Z 6,731 5,443 

1910 18.932 10.058 2.755 2,877 6,889 4,950 

1911 17,555 9,749 3,155 2,825 5,868 4,307 

1912 14,537 8,381 2,874 2.672 4.977 4,193 

1913 15,902 9,604 3,461 3,108 5,390 4,473 

1914 14,789 8,455 3,349 3,006 4,859 4,280 

1915 16,302 8,710 3,285 3,009 4,473 4,033 

^^^■v^B^B^^^^ ^^i^^^^i^^naaa^ ^^^^^i^^m^i^m^^ ^^■^^^^__M^a^^ ^^^^^^h^^m^^^b «»^bi^^W^^ ^ 

Aver., 10 years.. $17,517 $9,132 $2,920 $2,970 $5,736 $4,796 

Aver., 5 years $3,225 



• **The figures given in this table are to be used 
for the purpose of this illustration only. The reader 
is cautioned not to use them in any other connection. 
The methods of determining net earnings are not 
uniform, some authorities including items which are 
excluded by others. No deductions from gross earn- 
ings have been made for taxes and some other items 
in determining net earnings. The net earnings do 
not in all cases show the total net income available 
for taxes, rentals, interest on bonds, other fixed 
charges and dividends on stock — in fact, they seldom 
do so. 

The values shown here are the same as those 
given in "Moody's Analysis of Investments — Steam 
Railroads," 1916 edition, by Moody's Investors 
Service, New York. 
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(2) That any net earnings in excess of the fair 
return be designated the profit of transportation. 

(3) That the profit of transportation be divided 
equally* between the government and the railroads. 

Based on the preliminary reports of railroad 
earnings for 1916 as given in the Financial Chronicle 
for Aug. 10, 1916, the net earnings from operation 
were as shown in the following table. Using these 
for the purpose of illustration, the following division 
of profits of transportation would be as next shown : 



* A*1j-<. tail *k«« kMj.»«»«MA' 



Profit Sharing Statement. 

(All figures are per mile for the year 1916) 

D.»Li. Lehigh C, B. C,& Union North'n 

& W. VaUey. & Q. N. W. Pacific. Pacific. 

Net earnings... $20,693 $9,903 $4,031 $3,622 $5,816 |M69 

Fair return 17,517 9,132 ♦♦3,225 2.970 5,736 4,796 

Profit of trans- 
portation 3.176 771 806 652 79 673 

Government por- 
tion of profit . . 1,588 385 403 326 40 836 

So long as the net earning is in excess of the fair 
return the application of the plan is simple. To 
show how it would be applied under other condi- 
tions, let us suppose that the net earnings of the Le- 
high Valley in 1916 were the same as in 1915, viz, 
$8,710 per mile. 

As the fair return is $9,132 per mile, the net 
earnings would be $422 per mile less than a fair re- 
turn ($9,132 — $8,710). This would not necessitate 
the payment by the government of $422 per mile 



*For purposes of illustration only the division is 
made on percentages of 50%-50%. The question of 
the proper basis of division is, of course, open to 
discussion. 

**C. B. & Q. fair return on basis of five year 
average. 
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under the provisions of the plan by which the gov- 
ernment guarantees interest and dividends on Le- 
high securities. The railroad has sources of revenue 
not derived from moving trains which would bring 
its total net revenue to $10,615. Its total fixed 
charges — ^interest on funded debt, taxes, etc. — are 
$6,087. The average dividend rate on its stock for 
ten years has been 7.6%, which would require $3,184. 
The sum of the fixed charges and dividends is $9,271 
per mile or $1,344 less than the total net revenue 
available for the purpose. 

While the government would not be obligated 
for any payments on account of its guarantee of in- 
terest and dividends on securities, it would be under 
obligations to adjust the schedule of railroad rates, 
as a whole, so that the net earnings should equal the 
fair return. It would be in the financial interest of 
the government (the agent of the public) that it 
should do so. 

Advantages of Profit-Sharing. 

If the profits of transportation were divided be- 
tween the public and the railroads, several desirable 
things would be accomplished : first, the public would 
be paid for the use of its credit in guaranteeing in- 
terest on railroad securities; second, the public and 
the railroads would be partners in the profits result- 
ing from railroad operation ; third, the public's par- 
ticipation in profits would assure just regulation of 
rates; fourth, the railroads would have an incentive 
to make their operation efficient, in order to obtain 
the largest possible profit. 



Government Partnership v. Ownership 

Particular attention is directed to this fourth 
benefit, as in it lies the principal difference between 



96 GOVERNMENT PARTNERSHIP 

govemment ownerthip of railroads and govenmiAiit 
partnership in railroad profits. Without a division 
of the profits of operation, which is the amount left 
after pajring a fair return on the capital, there would 
be no incentive for the owners to operate the prop- 
erty efficiently, as their earnings would be a fixed 
amount not dependent on efficiency. 

Under such a condition, it would evidently be a 
better policy for the govemment to buy the railroads 
outright and operate them. With the govemment 
guarantee of the interest on securities and a division 
of the profits between the govemment and the rail- 
roads, we obtain all of the advantages of govem- 
ment credit which govemment ownership could give 
and still retain the advantage of the more efficient 
operation of private owners. 

Plan Provides for Extensicms of Railroads. 

There is a further advantage in this profit-shar- 
ing feature of the plan which relates to the exten- 
sion of the railroads into new territories. It is rarely 
possible to earn a fair return on the money invested 
in such extensions for some years after their con- 
struction. The time required to bring them to a pay- 
ing basis varies with the conditions prevailing in the 
territory seized by the extension. A portion of the 
surplus accumulated from profits of operation in 
paying territory should be devoted to pasdng the 
early deficits of the extensions. In this way, a com- 
prehensive plan for extension could be carried out 
in a shorter period of time and with greater financial 
safety than would be possible otherwise. 

The plan is reciprocal, the public as a whole, aid- 
ing the public of an undeveloped territory in the 
time of its greatest need and receiving in return the 
benefits of increased trade as the new territory de- 
velops. 
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Whenever the surplus accumulated from opera- 
tion becomes excessive in any particular territory, 
the general level of rates therein may be lowered. 
In fact, the condition of this surplus would soon be- 
come a true gauge of the fairness of rate regulation 
as a whole, an abnormal surplus indicating that the 
general level of the rates in the district was unduly 
high, the absence of a surplus indicating a rate level 
dangerously low. The surplus of the various dis- 
tricts would also indicate the relative fairness of 
rates in different districts, emphasizing any undue 
preference in one district as compared with the 
others. 

It is probable that for many years to come, the 
better policy will be to use the surplus to encourage 
the extension of railroads into undeveloped territor- 
ies, to develop new trade. Our need for such exten- 
sion is very great and will continue to be so for some 
time. When in the future such needs shall have de- 
creased somewhat, the surplus can be devoted to the 
amortization of the railroad debt. The plan is flex- 
ible, however, in that both extension and amortiza- 
tion can be provided for contemporaneously, if de- 
sired; it would require, of course, that the general 
level of the rates be higher than if amortization was 
deferred until extensions had been provided for. 

Public Supervision Precludes Fraud. 

As the accounts of all railroads must be kept in 
accordance with the uniform system prescribed by 
the Interstate Commerce Commission, and as such 
accounting is now under its general supervision, 
there could be no objection to the plan on the ground 
of "tricky" accounting, as the books of the corpora- 
tions are at all times open to the inspection of the 
government. 
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National regulation of railroad rates and prac- 
tices should include, of course, national supervision 
of the issue of railroad securities. The supervisory 
powers of the Interstate Commerce Commission in 
the matter of accounting, just referred to, would as- 
sure the application of new capital to the purpose 
for which it was obtained and there could be no gross 
fraud in connection with the construction of addi- 
tional facilities or of new railroad lines. 

E£Fect of Plan on Public Interest. 

So far as the public is concerned, this plan puts 
the eggs of the public, in each district, into one bas- 
ket — a commission of seven of its own best repre- 
sentative citizens — and allows it to concentrate at- 
tention on that one particular spot, instead of having 
it diverted to the proceedings of many independent- 
ly-acting legislatures and commissions. 

It will insure to each district consideration of its 
local and peculiar needs, and an accommodation of 
them, in so far as it may be accomplished without 
prejudice to national interest. 

It will secure for the whole country the lowest 
possible rates compatible with fair treatment of the 
owners of the railroads; will remove the mutual 
suspicion of dishonesty and the interminable dis- 
sensions between such owners and the public, as their 
financial interests in the railroads will be identical. 

It will secure for the public additional railroad 
facilities at the time and to the extent they are need- 
ed, to take care of expanding trade. It will assure 
needed extensions of the present railroad systems, 
within the shortest time practicable, in order that 
new trade may be developed as rapidly as possible. 

Effect of the Plan on the Railroads. 

As to the owners and responsible officials of the 
railroads, while their nominal independence of ac- 
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tion is greater under present conditions, their actual 
independence and power of initiative would be 
greater under the proposed plan. 

Under the conditions existing for some years past, 
all of the economies effected by the expenditure of 
additional capital, accumulated surplus and the im- 
proved methods devised for increasing operating 
efficiency, have been more than absorbed by the in- 
creasing cost of railroad labor and material. There 
has been no commensurate increase in rates, and 
railroads have not received a proper return for their 
expenditure or any reward for initiating better ope- 
rating methods. It is this condition that has de- 
stroyed the initiative of railroad executives and the 
faith of discriminating investors in railroad securi- 
ties. 

While the officers of the railroads believe this 
to be true, a very considerable majority of the public 
refuses to believe it and can not be forced to realize 
it until the public has a direct interest in the finan- 
cial results of railroad operation. 

Nobody loves a rich man; his woes are a public 
joke. Stealing from a large public corporation is 
not stealing, it is only getting back a part of what the 
corporation has heretofore stolen from the public. 
It is useless to tell the public of the hundreds of 
thousands of their fellow citizens who are owners of 
railroad securities and that a large part of them de- 
pend on the interest and dividends from these secur- 
ities for their living. 

The man in the street thinks only of the bloated 
bondholder who is rich because he is intensely sel- 
fish toward the balance of humanity, or dishonest 
in his dealings with the public. Tons of books and 
papers have been written to convince the public of 
the actual conditions, but the belief in this rich-man- 
bogey persists. The public as a whole is willing to 
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kick the shins of hundreds of thousands of perfectly 
^ood Americans — ^its own neighbors and friends — ^in 
order to "get at" this bogey-man who has treated 
it unfairly. 

Instead of keeping up a hopeless fight, why not 
take advantage of the situation? While the public 
despises the selfish, dishonest rich man, it is per- 
fectly willing to go into partnership with him in a 
business deal, provided it has a fair chance to profit 
by his business shrewdness without incurring any 
great risk in doing so. 

If the public's book-keeper may examine the ac- 
counts, so that there can be no cheating, why not 
take what profit may be had, even though it is still 
to despise the rich man for his mean qualities. After 
all the public must look after its own material wel- 
fare ; the first law of nature appeals forcibly to the 
public much as it does to the individual. 

The weakening power of the railroads in dealing 
with their employees is a menace to the reasonable 
independence of railroad officials. It is due to the 
public's sympathy with labor's claims and its sus- 
picion of corporations, both of which are based on 
sentimental grounds. With a direct interest in the 
financial results of railroad operation, it would judge 
the merits of controversies on the basis of actual con- 
ditions and from a business standpoint, rather than 
on sentimental grounds. 

This is not an argument against increase in pay 
of railroad employees. Under changing social and 
business conditions rates of wages must be readjust- 
ed — usually increased. What this plan seeks to 
accomplish is to force on the public a realization of 
the fact that considerable readjustment of wages 
must be accompanied by readjustment of rates which 
the public must pay for railroad service. When the 
interests of the railroad and the public are identical. 
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both the pay of railroad labor and the regulation of 
railroad rates will have the intelligent and interested 
consideration of the public, which under present 
conditions is lacking. 

Public Financial Control of Railroads. 

In this connection, particular attention is directed 
to the fact that government guarantee of interest will 
make railroad shares very attractive to all classes of 
investors, including the smaller ones. This will 
cause a much wider distribution of railroad securi- 
ties among the public. It should result finally in tak- 
ing the control of railroads away from what is gen- 
erally termed "Wall Street." That is, the people in 
any one of the districts named in the preceding dis- 
cussion would naturally invest their savings in the 
securities of the railroads serving in larger part their 
own district, if the earning power of the securities 
was absolutely assured. 

It is not possible to devise a better check on the 
efficiency of railroad administration and government 
regulation of rates than a general distribution of 
shares among the residents of various districts. There 
would be as many watch-dogs in each district as 
there were shareholders and their attention would 
be directed toward both railroad and government 
official action. Honest railroad officials and fair 
government commissions would welcome such atten- 
tion; dishonest and inefficient railroad executives 
and unfair commissioners would be forced out 
through the harassing action of critical shareholders. 

Restore Railroad Credit and Initiative. 

When the government regulation provides for 
the proper adjustment of railroad rates to chang- 
ing cost of railroad labor and railroad supplies, a 
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sound busmess basis is at once established, and un- 
impaired railroad credit must immediately follow 
it. Government guarantee of interest on railroad 
securities is a guarantee that such adjustment will 
be made when, and as often, as needed. 

With the present disability of impaired credit 
and insufficient revenue removed, reasonable inde- 
pendence of action will be restored to railroad ad- 
ministration. There will then be an incentive for 
creative activity, for a vigorous constructive policy 
and a motive for increasing operating efficiency. 
Surely so desirable a result is worth the surrender 
of a part of what is in fact, under present condi- 
tions, only nominal independence. 

Avoid Extended Litigation. 

It is admitted that the railroads may stand on 
their constitutional right and demand a fair return 
on the value of their property, but the difficulty of 
reconciling different views of what constitutes a fair 
return and the interminable proceedings necessary 
before a judicial determination of the matter can 
be obtained are compelling reasons for adopting 
another plan if it be feasible. With the railroads 
and the public equally interested in the net results 
of railroad operation, the adjustment of differing 
views on all matters at issue can be more readily 
accomplished than in any other way. 



Economies in Pooling Railroad Traffic 

Whenever operating efficiency can be secured 
by changing or abolishing existing laws, without 
endangering the public interest in other directions, 
such changes as are necessary should be made. 
Prohibition of certain railroad practices which were 
necessary in 1870 may be unwise in 1917. 
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^ Competition between railroads has had its place 
in our history, as it has been an important factor 
in increasing railroad efficiency. This efficiency 
has been gained at too great a cost, however, and 
it has been recognized for some time that it can 
not be continued indefinitely. 

Experience amply proves that competition in the 
matter of railroad rates is against the public inter- 
est, the evils resulting from unnecessary duplica- 
tions and discriminations in rates far outweighing 
any public benefits from competition. It does not 
seem to have been generally perceived, however, that 
competition in service is wasteful, in that it increases 
the cost of railroad operation unduly and that the 
benefits of such competition are not worth their 
cost. 

As long as railroads were local and systems 
were generally small, the simple methods of 
handling traffic served fairly well. Since an enor- 
mous traffic has grown up and the margin of profit 
in transportation has become narrow, the need of 
different and improved methods has become 
apparent. 

The practice of pooling freight and passenger 
traffic has been prohibited by the laws, and in some 
cases by the constitutions, of the states. Such 
abuses as grew out of the practice of pooling were 
due principally to the lack of publicity concerning 
its arrangements, as well as the lack of responsibil- 
ity of individual members of the pool. The power 
of the states proved insufficient to cure the manifest 
abuses of the system and prohibition, rather than 
regulation, was applied. 

Federal regulation of 1917 is very different from 
State regulation as applied thirty and forty years 
ago. The Interstate Commerce Commission now has 
very broad powers of regulation in preventing any 



104 GOVERNMENT PARTNERSHIP 

practice which is prejudicial to the public interest 
Prohibition of pooling which was wise forty years 
ago is unwise now, because it increases the cost of 
transportation and is not necessary to protect public 
interest. 

Reduction in Cost of Operation* 

If all railroads were owned by one corporation, 
there are many ways in which the cost of operation 
might be reduced. If the traffic of all individual 
railroads was pooled, practically the same reduc- 
tion in the cost of operation could be effected as if 
all of the railroads were owned by one corporation. 

An illustration taken from ''Railroad Valuation 
and Rates," by the author of this book, will serve 
to show some of the economies that may be effected 
by pooling : 

''Between all large traffic centers, both as to 
freight and passenger traffic, there are several com- 
peting lines of railroads. In some instances one sys- 
tem has its own line extending from one to the other, 
and in others the through line will be operated joint- 
ly by two or more systems of railroads. 

"Between Chicago and New York, there are four 
systems operating their own through lines and many 
joint lines, made up by the combination of two or 
more systems. Between Chicago and St. Paul-Minne- 
apolis six systems operate their own lines; between 
Chicago and St. Louis there are five through lines ; 
and the same is true between all traffic centers of 
much less importance than these, all over the 
country. 

"If the six lines operated between Chicago and 
St. Paul were all owned by one company, the method 
of operation would be different and more economical 
than under the present six managements. The Chi- 
cago, Burlington & Quincy and the Chicago, Mil- 
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waukee and St. Paul have short lines, and, for much 
the greater part of the way, they have water grades. 
The Chicago & Northwestern has the shorter line, 
but heavier though not excessive grades. 

"Evidently through freight traffic can be carried 
at less cost on the Chicago, Burlington & Quincy 
and the Chicago, Milwaukee & St. Paul than by the 
other four roads. If the through freight traffic were 
concentrated on these two lines, practically all of 
their through freight trains would be filled up to the 
capacity of their engines, and the whole through 
freight traffic could be hauled in fewer trains, with 
fewer train crews, and hence at less expense. 

"The same is true as to the passenger traffic. Two 
or three of the lines would be found to carry the 
through passenger traffic at less cost than the others, 
and such traffic would be diverted to them. There 
would then be two or three lines moving through pas- 
senger trains, carrjring something near their capac- 
ity, instead of five* lines, moving more trains, many 
of which are carrying cars only partly filled, which 
is the present condition. 

"There is a further advantage in such an arrange- 
ment, in that during periods of maximum traffic 
movements the lines not ordinarily employed for 
through traffic would be utilized to move the surplus. 
This would avoid the necessity of constructing addi- 
tional tracks and other facilities which would be 
required if one of the lines secured more than its 
share of the traffic." 



♦One of the six lines does not operate through 
passenger trains. 

PROPERTY OF 
ECONOMICS READING ROO" 
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Long-Hauling of Freight. 

Other economies, smaller in amount than those 
just mentioned, may be effected through the elimi- 
nation of much of the present long-hauling of freight. 
The following is typical of conditions that exist 
very generally all over the country and particularly 
in the territory east of the Mississippi River. 

There is a considerable traffic in various manu- 
factured products from Lafayette, Ind., to points in 
Western Michigan. The distance from Lafayette to 
Benton Harbor, Mich., by the C. I. & L. and the P. M. 
Rys., jointly, is 122 miles; the distance between the 
same two points by the C. C. C. & St. L. is 265 miles, 
or more than twice the distance via the short line. 
Under present conditions, both the C. C. C. & St. L. 
and the C. I. & L. haul this traffic out of Lafayette, 
as the rate charged is the same by either line. Esti- 
mated on the basis of additional business, the C. C. 
C. & St. L. makes a very small profit in hauling such 
traffic as it secures. It is therefore justified under 
present conditions in competing for the business so 
long as there is any profit at all. 

Economy in Capital Expenditure* 

It is evident, however, that the C. I. L.-P. M. joint 
line can haul the traffic at less expense, the line be- 
ing shorter, and it would haul all of it if the business 
was pooled. It is also evident that a given amount 
of traffic may be hauled over this shorter line by the 
use of fewer freight cars, as it requires more than 
twice as much time to move the cars over the longer 
as over the shorter line — ^the distance being twice as 
great. 

The number of freight cars that could be elim- 
inated by the pooling arrangement is not usually 
great for any one situation of this kind, but the 
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aggregate number which might be saved in the 
traffic movement of the whole country must be very 
large indeed. 

It will be noted that the proposed plan reduces 
the amount of capital invested in the equipment, as 
well as the cost of operation. It is obvious that if 
there are fewer freight and passenger cars, the mile- 
age of yard tracks required to contain them need not 
be so great. This saving in cost of tracks would 
further augment the saving of capital. 

While the illustration given here relates to a 
saving in equipment and tracks, others might be 
given to show that the same conditions apply to the 
saving of other facilities required in transportation. 
It is impossible to state what this saving in operating 
expense and in the amount of capital required would 
be, in the aggregate, without an extended and 
costly investigation. Inasmuch as pooling promotes 
better service to the public, increases efficiency of 
operation and promotes the economical use of capi- 
tal appreciably, it is worth adoption. 

Summary. 

Although it involves reiteration, let us summarize 
this discussion to bring out clearly the main feat- 
ures of the proposed constructive policy and show 
the relation existing between its various provisions. 
Present Regulation Fundamentally Wrcmg* 

The present system of regulating the railroads 
through 93 independently-acting bodies has resulted 
in patchwork regulation and discrimination against 
interstate commerce. 

National Regulation. 

Regulation to be efficient must be under one au- 
thority. Congress has sufficient power to regulate 
efficiently. 
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Overburden of the Interstate Commerce Commission. 

Under present conditions the Interstate Com- 
merce Commission is overburdened by a tremendous 
volume of very important work, which will be vastly 
increased when the entire work of regulation is as- 
signed to it. Its volume precludes the personal at- 
tention of the Commissioners to many important mat- 
ters, which must be relegated to minor officials and 
clerks. 

Subdivision of the Country Into Districts. 

The area of the country is too great for efficient 
regulation from Washington alone. It does not ad- 
mit of close contact of major officials with local 
conditions peculiar to various districts. It is pro- 
posed to divide the country into eight homogeneous 
districts whose boundaries coincide with those of 
the present major traffic territories of the railroads. 

Reorganization of the Federal Commission. 

The present organization of the Interstate Com- 
merce Commission is to be expanded by creating 
eight District Commissions of seven members each, 
the commission at Washington having supervision 
over these District Commissions, to co-ordinate their 
work, unify their practice and prevent discrimina- 
tions between districts. 

Representative District Conunissions. 

The organization of the several District Commis- 
sions is to be along the general lines of the Inter- 
state Commerce Commission, except that it is to be 
representative of various interests within the dis- 
trict. The following interests are each to be rep- 
resented by one commissioner: Agricultural ship- 
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pers; Industrial and Commercial shippers; Railroad 
labor; Railroad administration. The professions of 
Law, Ehigineering and Finance are each to be rep- 
resented by one member. Appoinments to be by the 
President, with long tenure of office to relieve them 
from local political pressure. 

Financial Responsibility of Govermnent. 

Government controls railroad revenue and op- 
erating expenditure to a great extent, but is not 
responsible for financial results of operation. It is 
hardly possible that railroad business be prosper- 
ous or have good credit under these conditions. The 
agency exercising authority over income and outgo 
should be responsible for the financial results. The 
government therefore should guarantee the interest 
on railroad investments. 



Railroad Credit and CapitaL 

Credit is indispensable to the conduct of railroad 
business. The normal annual requirements of rail- 
roads for new capital is large. Traffic has increased 
more rapidly in the last decade than the facilities 
for handling it. Allowance for retarded develop- 
ment of railroad facilities must be included in the 
estimate of future needs of capital; an enormous 
amount is required for the expansion of existing 
facilities and extensions into new territories. 

Competition for New Capital* 

The annual world supply of new capital will be 
reduced in the future by the internal necessities of 
some countries heretofore contributing materially to 
it. The funding of the European war debt and the 
reconstruction of ruined industries, added to the 
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normal needs of non-belligerent countries will cre- 
ate an abnormal demand for new capital, increasing 
very materially the rate of interest demanded for its 
use. 

Lack of Railroad Capital Will Preclude Trade 

Expansion. 

Without government guarantee of interest it is 
questionable whether railroads can secure needed 
capital and it is certain that rates will be much 
higher than those heretofore prevailing. Lack of 
cheap money will preclude the obtaining of needed 
expansion of present facilities and the construction 
of new railroads for many years. This in turn will 
bar the expansion and development of trade. The 
vital importance of the end sought — ^national pros- 
perity — ^justifies a radical policy. 

Profit-Sharing. 

It is impossible that all railroads earn the same 
rate of return on their investment. Unless weaker 
roads are driven into bankruptcy, stronger roads 
must earn more than a bare fair return on their 
investment. The surplus created by such excess 
earnings, if divided between the public and the 
railroads, would result in (a) payment of the pub- 
lic for the use of its credit; (b) partnership of the 
public and the railroads as to net profits from 
transportation; (c) just regulation of rates; (d) 
increased railroad operating efficiency; (e) facili- 
tating the extension of railroads into undeveloped 
territories. The power of the Interstate Commerce 
Commission to prescribe the system of accounting, 
and to supervise it, precludes unfair treatment of the 
public through "tricky" accounting. 
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Effect of die Plao OB PsUic 

Each district coald concentrate its attention on 
one commission rather than on many regnlating 
bodies ; it would insure consideration of local needs 
peculiar to each district. The general public would 
secure the lowest possible rates compatible with fair 
treatment of the railroads; it would secure expan- 
sion of facilities and new railroads when needed. 
The present strife between the public and the rail- 
roads would be removed, so far as that is possible. 

Effect of Plan on tlie Railroads 

It would curtail the nominal independence of rail- 
road officials, but increase their actual independence. 
Government guarantee of interest is also a guarantee 
that railroad revenue will be adjusted to changes in 
cost of operation. This adjustment will establish 
a sound business basis and remove the present dis- 
abilities of insufficient revenue and impaired credit. 
It will secure financial control of raibroads to the 
public of the district in which they operate. With 
the public interested in the profits of railroad opera- 
tion, long-continued litigation in connection with the 
subject of fair return on investment and other mat- 
ters at issue will be avoided. 

Substitute Regulatkm for ProhQiitioii. 

Competition between railroads as to ae rf ice is 
wasteful, expensive and not worth its cost Regu- 
lation should be substituted for existing legal pro- 
hibitions fostering it. The economical movement of 
a large through traffic necessitates such a change 
in the laws. 

Pooling of Freight and Pasaenger Traffic. 

The national power of regulation is strong 
enough to prt^vt^nt abusei:^ in the practice of pooling 
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traffic. Pooling of traffic, which implies pooling of 
equipment and other facilities as well, will (a) give 
the public the best possible service in any given 
situation; (b) reduce the cost of railroad operation 
and hence the general level of the rates charged 
and (c) reduce the need for new capital to the low- 
est possible minimum. 

Fundamentals of Plan. 

The plan herein proposed seeks to accomplish 
three things which the writer believes are indispensa- 
ble to a satisfactory solution of our transportation 
problem : 

(1) To unite the public and the owners of the 
railroads in a community of interest in the net finan- 
cial results of railroad operation. 

(2) To effect a wider distribution of ownership 
of railroads. 

(3) To stabilize the value of railroad securities 
by removing speculative features as far as that is 
possible. 

Conclusion. 

Railroad transportation affects our most vital 
social and commercial interests. Whether he real- 
izes it or not, it affects every citizen of the country. 
It is most important that we formulate a constructive 
railroad policy. We must abandon our present atti- 
tude toward it. Our system as it now exists rep- 
resents the solutions of various communities striv- 
ing to meet their own particular and local needs. 
Our policy must be based on national considerations 
— ^the good of the country as a whole, rather than 
the good of particular localities, states or districts. 

We have delayed too long in working at our prob- 
lem from a national standpoint. Now is none too 
soon to start to work out its various essential de- 
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tails. Existing domestic and foreign conditions warn 
us of the necessity of arriving at definite conclu- 
sions as speedily as possible. 

The plan herein suggested is sketched in out- 
line only. Many difficulties will be met in working 
out details and many obstacles must be overcome 
before it can be put into effect, but none of them 
are insurmountable. The plan finally adopted will 
be a composite one, representing the ideas of noAny 
minds considering the problem from various posi- 
tions and at various angles. This treatise is offered 
as a contribution to the general discussion which 
will apply the various tests essential to an intelligent 
solution. 

ADDENDA. 
Government Partnership in Great Britain. 

After this manuscript was completed and in the 
hands of the printer there appeared in the daily 
press a most interesting interview with Mr. Henry 
Thornton, formerly General Superintendent of the 
Long Island Railroad and for some years past Gren- 
eral Manger of the Great Eastern Railway in Eng- 
land. The duties and responsibilities of an Rnglfah 
General Manager are practically the same as those 
of our railroad Presidents. 

The experience of Great Britain with Govern- 
ment Partnership in Railroads, as related by Mr. 
Thornton, has extended over a period of two and 
one-half years. It confirms, in many essential par- 
ticulars, the practicability of the author's proposed 
plan as presented in this chapter. The statement as 
it appeared in the Chicago Daily News in January, 
1917, is given in full : 

"The arrangement between the government and 
the railroad companies," said Mr. Thornton, **ha8 
proved a good bargain for everybody. Under it 
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stockholders receive the same return, with some 
minor deductions, that they had in 1913, upon which 
year the bargain was based. The government, in 
turn, fares well, because the hauling done for it, if 
it had been paid for at the regular rates, would have 
amounted to a great deal more." 

"Will the old conditions ever be restored?" 

"Never," replied Mr. Thornton, with emphasis. 
"The position will be different after the war. Ex- 
actly what it will be nobody can tell. It will prob- 
ably be something like semi-nationalization or gov- 
ernment partnership. It will be better than the old 
relation, because we have had an opportunity to de- 
velop the subject under conditions which were pe- 
culiarly favorable for this purpose. We ought to 
work out something that has all the advantages and 
none of the disadvantages of government owner- 
ship." 

"When asked to comment on the situation in 
America, Mr. Thornton said the Interstate Com- 
merce Commission seemed to him to labor under the 
disadvantage that it was too far away from its sub- 
ject. 

"The problem is to bring shippers, employees, 
shareholders and managers and the government to- 
gether, so that they will appreciate the different 
points of view instead of always standing each for 
its own. My study of the American problem has 
carried me almost to the conviction that instead of 
the Interstate Commerce Commission there should be 
a body composed of men representing the four in- 
terests to which I have referred. 

"It might be well to carry the scheme even nearer 
to government control. Assuming some form of 
financial participation on the part of the government, 
there is at once a stabilizing of railway securities. 
They are taken out of the field of speculation, the 
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raising of capital becomes easy and its hire cheap. 
The government in turn has then a stake in the 
proposition. Moreover, each of the interests in- 
volved in the proposition watches the other and sees 
that no interest gets more than its share. It seems 
to me that you have got to devise some scheme of 
automatic justice in railway management, or you 
will have a breakdown somewhere that will be very 
serious in its effects on the whole country. 

''A body composed of the best available men, 
appointed for life and adequately paid, would be in 
a position to get the best results. For example, a 
labor leader (and there are many good ones in 
America) might go into this body prejudiced, but his 
association with the others would broaden and mel- 
low him. Precisely the same thing could be said 
of the representative of capital. 

"It has worked that way in England. Never 
anywhere has there existed such severe competition 
as there was here among the railroads, and yet the 
ten general managers when brought together to op- 
erate the railroads of England have all come to see 
each others' point of view, and as a matter of prac- 
tical experience every decision reached by them has 
been unanimous.'' 

On account of his former experience in connec- 
tion with American railroads and his present as- 
sociations with English railroads, in positions of au- 
thority in both instances, Mr. Thornton is perhaps 
better qualified than anybody else to appraise this 
recent English experiment from the American view- 
point. His impressions, obtained from a close-up 
view and his opinion in regard to our affairs, based 
on broad experience and intimate knowledge of both 
American and English railroads, should be given 
serious consideration. 



GOVERNMENT OWNERSHIP OF RAILROADS. 

If we are unable to devise a workable plan for 
administering privately owned railroads under effi- 
cient government regulation, we shall be forced to 
consider the alternative plan of government owner- 
ship of railroads. This chapter is devoted to some 
features of this latter plan. 

Regulation Required Under Government Owner- 
ship. 

The principal argument advanced in favor of 
government ownership has been that we are unable 
to regulate the rates and practices of our privately 
owned railroads efficiently and must adopt govern- 
ment ownership to relieve ourselves of the difficulty. 
Such an argument has nothing whatever to support 
it, as government ownership does not relieve us in 
any particular of the necessity for regulating rail- 
road rates and practices. 

Rates must still be adjusted between different 
localities, between state and interstate traffic, be- 
tween different commodities, different forms of 
transportation, as to charges for switching, storage, 
icing, demurrage, reconsignment and in many other 
particulars. It is just as essential that discrimina- 
tions be avoided under government ownership as 
under private ownership. Railroad operation must 
be regulated in the same way and to the same ex- 
tent under one plan as the other. 

Government ownership will be discussed from 
the standpoint of economics, politics and social con- 
ditions. That is, we will investigate; (a) whether 
railroads may be more economically operated under 
government than private ownership; (b) what effect 
the change from private to government ownership 
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would have on the regulation of railroads; (c) what 
effect it would have on our politics; (d) how it would 
affect the several states; (e) how it would affect 
labor. All of these things are of vital importance 
to us and must have consideration in reachingr an in- 
telligent conclusion. 

The only railroad in the United States which is 
owned and operated by government at the present 
time is a line 32 miles long which is operated by 
the State of Texas in connection with its peniten- 
tiary. Lacking any considerable present experience 
of our own, we must look to our past history and 
the experiences of foreign countries in investigating 
the various features of government ownership. 

Government Ownership in the United States. 

Our earlier history furnishes some illustrations of 
government ownership in this country which should 
be considered. 

North Carolina. 

Both as to mileage and length of time operated, 
this state's experience with government ownership 
has been the most extensive in the country. At 
one time it operated more than 500 miles of rail- 
road and, as to 95 miles, continued its operation for 
nearly fifty years. There were three different lines 
included in the state's experience : 

The North Carolina Railroad Co., incorporated in 
1849, constructed 223 miles of railroad extending 
from Goldsboro to Charlotte. The state owned a 
large majority of the stock and operated the road 
until 1871 (about 20 years) , when it was leased to a 
railroad which has since been incorporated in the 
Southern Railway System. The state still owns a 
majority of the stock of this road and derives a good 
yearly income from it. 
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The state constructed and operated for five years 
(1875-1880) the Western North Carolina, 185 miles 
long, extending from Salisbury to the Tennessee state 
line. The state was its sole owner for 5 years. It 
was sold to a railroad company and has since be- 
come a part of the Southern Railway system. 

In 1856 the state constructed the Atlantic and 
North Carolina, 95 miles long, extending from Golds- 
boro to the Atlantic coast. It operated the road 
until 1904 — ^about 50 years. The state owned, and 
still owns, two-thirds of the stock of the company. 
In 1904 it was leased to a private company and has 
since become a part of the Norfolk and Southern 
Railroad, which now operates it, the state deriving 
a good income from its stock holdings. 

The entire bonded debt of the state is about six 
million dollars, practically all of it having been in- 
curred on account of the state railroads. The pres- 
ent value of the stocks owned by the state is greater 
than this total debt. 

It is to be noted that the state finally ceased rail- 
road operation in 1904; that so far as operation was 
concerned the state was not successful, but as a re- 
sult of retaining ownership, with operation in the 
hands of private companies, it receives substantial 
returns on these investments in railroads. 

Missouri. 

This state participated in owning, financing and 
operating four different railroads, viz., Hannibal & 
St. Joseph — St. Louis, Iron Mountain & Southern — > 
Cairo & Fulton and the Pacific Railroad. The net 
loss to the state for this participation was nearly 25 
million dollars. 

All of these railroads now form a part of large 
railroad systems. The state therefore made no mis- 
take in selecting railroads that could be profitably 
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operated, but it demonstrated that it was unprofit- 
able to construct and operate railroads under state 
control in Missouri. 

Massachusetts. 

In 1855 this state started construction on the 
Hoosac Tunnel through the Berkshire Hills; it was 
not completed until 1876. The state was not suc- 
cessful in operating the property and it passed under 
the control of the Boston & Maine R. R. 

Georgia. 

This state constructed, and operated for some 
years, the Western & Atlantic R. R., 137 miles long. 
On account of deficits from state operation, it was 
leased to a private company in 1870. It now forms 
a part of the main line of the Nashville, Chattanooga 
& St. Louis R. R., which operates it under lease, the 
state retaining its ownership of the property. 

Pennsylvania. 

This state built and operated an 80 mile rail- 
road, extending from Philadelphia to Columbia, 
which was finally sold to the Pennsylvania R. R. in 
1857 and formed a part of its original main line. 
Under state control the operation of the road re- 
sulted in deficits and it became hopelessly involved 
in politics. This experiment in government owner- 
ship cost the state more than 20 million dollars. 

The motive for government ownership of these 
railroads is found in the lack of private capital avail- 
able for railroad construction. The credit of the 
state was required to obtain the capital. As to the 
operation, it had not been definitely determined at 
that time whether private or government adminis- 
tration of railroads was the better. 
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City of Cincinnati. 

To enable its merchants and industries to com- 
pete with those of Louisville, Ky., for the trade of 
the Southeastern states, this city constructed, and 
operated, for some years, the Cincinnati Southern 
Ry., 338 miles long. The city abandoned the opera- 
tion of the line long ago, although it still retains 
ownership. It is now operated as a part of the 
Southern Railway System. 

The motive for this city ownership is found in 
commercial necessity. The city assumed ownership 
and operation because the construction of this rail- 
road through a very rough, mountainous country 
involved large capital expenditure and its opera- 
tion did not promise sufficient returns on the invest- 
ment to make it profitable for some years. It re- 
tains its ownership to guarantee the rates and ser- 
vices necessary to maintain its commercial position 
in competing with other cities. 

Panama Railroad. 

To facilitate the construction and operation of 
the Panama Canal, the United States Government 
purchased and now owns and operates the Panama 
Railroad, 47 miles long. Its operating expenses are 
more than $50,000 per mile annually, as compared 
with the average operating expense of railroads in 
the United States of $7,700. A freight rate more 
than six times the average of the United States is 
charged to avoid showing a deficit from its opera- 
tion. 

There is no conclusion to be drawn from this ex- 
perience, except perhaps that government book- 
keeping may at times be misleading. The railroad 
is required and must be operated by the govern- 
ment irrespective of cost of operation, that consid- 
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eration being subordinated to the much more im- 
portant necessities of canal construction and main- 
tenance,* 

We may summarize the experience of the 
United States in government ownership in a para- 
graph : The experience of the State of North Caro- 
lina shows clearly that, under proper conditions, 
government investment in railroads may be profit- 
able. The experience of this and all other states in- 
dicates that heretofore government operati<m of rail- 
roads has been unprofitable in all cases, from, an 
economic standpoint, in the United States. The ex- 
perience in Pennsylvania shows that government 
ownership and operation of railroads has involved 
them disastrously in politics. 

Canada. 

The conditions in Canada are very similar to 
those in the United States as to the character of 
people, laws, character of the railroads and topo- 
graphy of the country. The report of the Dominion 
Commission on Canadian Railroads for the year 
1915 shows the government-owned Intercolonial 
Railway as operating 1,843 miles. 

The Canadian Government has operated the 
Intercolonial for 47 years. For 25 years its ex- 
penses have exceeded its earnings by the aggregate 
operating deficit of $11,500,000. For 22 years its 
earnings exceeded expenses by $1,967,000, making a 
net deficit of $9,533,000 for the entire period. The 
deficit for the year 1915 was $89,046. 



*The historical data relating to government own- 
ership in the United States are taken in large meas- 
ure from an article by Richard Hoadley Tingley, 
"The World's Experience in Government Owner- 
ship/' which appeared in the Santa Fe Magazine. 
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During every one of the 43 years of its operation 
by the government, the operating expenses of the 
Prince Edward Island R. R. exceeded its earnings, 
the total deficit for the entire period being $3,280,- 
000. The net result of the operation of both roads 
by the government for the entire period is a deficit 
of $12,813,000, 

These government roads do not pay taxes. The 
privately owned Canadian Pacific and Grand Trunk 
Railroads, operating in the same territory, operate 
at a profit. Both of them pay taxes. 

The deficits arising from government operation 
of these railroads have been caused by the adverse 
influence of politics. An article in Moody's Maga- 
zine by W. R. Givens, states that the deficits occur 
"because it (The Intercolonial) lives, moves and has 
its being as a political institution" ♦ ♦ ♦ "the 
fiction is that it was never intended to pay, but to 
be run for the good of Canada." 

Influential Canadian papers have at different 
times stated that "every abuse known to railroading 
took root and flourished," such as under-billing 
weight of shipments, secret rebating, maintaining 
an excessive number of stations and employees, un- 
just classification and rates, acquiring useless branch 
lines — all to serve partisan ends. 

The government, under the control and super- 
vision of four of its commissioners, has constructed 
the National Transcontinental Railway, extending 
from the eastern provinces to Winnipeg, Manitoba. 
Prior to construction it had entered into an agree- 
ment with the Grand Trunk Railway to operate this 
line, after completion, at an annual rental charge 
of 3% on its cost. 

The original estimate of cost was $34,083 per 
mile ; its actual cost of construction has been $99,000 
per mile. The Grand Trunk refused to operate the 
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line under the contract on account of the lar^re rental 
resulting from this excessive cost, as the cost of com- 
peting lines, privately owned, had been from one- 
third to one-half that of the government line. 

A government commission appointed to investi- 
gate the construction of this line charged fraud in 
the payment of contractors; the payment of bogus 
damage claims as a reward for partisan political 
activity; the construction of unnecessary and im- 
proper tracks, buildings and other structures; the 
premature construction of certain sections of the 
line. It condemned the lack of foresight as to busi- 
ness conditions at the time of completion of the 
construction. 

The commission reported that "in our opinion, 
the interest payable to the Government and die op- 
erating expenses taken together will be about the 
same as the dividends, interest charges and <^>erat- 
ing expenses of the competing roads (the privately 
owned railroads) which are only capitalized at from 
one-third to one-half as much per mile as is the Na- 
tional Transcontinental." 

It will be remembered that the construction of 
the Pacific coast extension of the Canadian Pacific 
was first undertaken by the Canadian Government. 
The work done by the government was later given 
to a private company as an inducement to complete 
the line which the government found itself unable 
to construct economically. 

The construction of railroads in Canada has been 
encouraged through grants of money and land by 
the Dominion and Provincial Governments. The lo- 
cation of such lines has often been based on political 
considerations, rather than on economic principles, 
through pressure from members of the Dominion 
Parliament and the provincial legislatures granting 
the subsidies — duplicating our own experience dur- 
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ing the state aid period of railroad construction in 
this country. 

The motive for government ownership of the In- 
tercolonial Railway was political. The road was de- 
signed to unite the eastern provinces of Canada. 
The construction of the transcontinental Canadian 
Pacific was undertaken by the government to unite 
the far western provinces of the Dominion with the 
eastern provinces. They might easily have been 
alienated through lack of interprovincial business 
intercourse. 

To summarize the conditions in Canada, we may 
fairly say: Government operation of railroads in 
Canada has not been successful from an economic 
standpoint. The lines so operated are located in 
territories which have been provided with transpor- 
tation facilities for more than 40 years and they 
are therefore developed agriculturally and indus- 
trially. The results of government operation show 
for the entire period a deficit of more than 12 million 
dollars and the latest report (1915) shows that the 
deficit still persists. 

The operating results of all Canadian roads 
show a net profit in 1915 of 2.16% on capital cost, 
3.99% in 1913, although a large part of the mile- 
age is situated in undeveloped territory and the pri- 
vately owned lines pay taxes while the government 
lines do not. 

It has not been possible to keep government 
operation of railroads free from politics. The rec- 
ord shows that they are a football between political 
parties and their business is administered in partisan 
interest 

Government railroad construction in Canada 
has not been eflficiently performed and in some in- 
stances has been dishonest. It is to be expected that 
final cost will exceed first estimates but when it is 
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three times as Ihrge, as was the cost of the Trans- 
continental, and from two to three times the final 
cost of practically parallelin^r privately owned 
lines, the charge of inefficiency and dishonesty is 
fully sustained. In the case of the Canadian Pacific, 
many years earlier, the government was unable to 
complete the line and turned it over to private in- 
terests, suffering considerable loss incurred in con- 
struction prior to that time. In constructinsr new 
railroads, subsidized by government, political oon- 
siderationft have often influenced the locatioii of 
railroads. 

Germany. 

The railroads of Germany are perhaps more 
economically operated than any other government 
owned railroads in the world. A comparison of 
them with the privately owned railroads of the 
United States is the severest test for both plans of 
administration which may be applied. 

The German Federal Government does not own 
the German railroads, except those of Alsace-Lor- 
raine. Bismarck's aim of nationalization on federal 
lines was never realized. The railroads are owned 
by the several states comprising the German Empire. 

The "Prussian-Hessian Railroad Companjr" is the 
largest of the systems, operating 38,000 kilometers 
(about 61%) of the total of 62,000 kilometers for 
the whole empire. The Federal Constitution pro- 
vides that these state-owned railroads must be oper- 
ated in the general interest of the empire. This 
is the only federal bond between these different 
state systems in times of peace. 

The conditions surrounding railroads affect their 
operation to a marked extent The difficulty in com- 
paring the railroads of one country with those of 
another lies in the fact that conditions are never 
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the same in both countries. The relative importance 
of passenger and freight traffic, the density of traffic, 
average length of haul, class of service, wages of 
labor and other conditions affect cost of operation 
materially. For this reason statistical comparisons 
are not always a safe foundation upon which to 
base conclusions unless proper allowances are made 
for the varying conditions mentioned. 

The railroads in the Eastern group of the United 
States are more nearly comparable with those of 
Germany than are those of the whole United States. 
The following discussion is based on the statistics 
of this group, except as noted, the data used being 
taken from the official report of the Interstate Com- 
merce Commission for 1912. The statistics for the 
German railroads are taken from German official re- 
ports for the same year, these being the latest data 
available. 

Statistics U. S. and German Railroads 

Item Whole Eastern 

No. U. S. group U. S. Germany. 

1 Capital per mile of Une $63,535 $88,550 $116,457 

2 Return on capital, per cent 5.77 5.66 6.29 

3 Taxes in percentage of gross rev. 4.22 4.12 .95 

4 Taxes per mile of line $481 $801 $209 

PASSENGER TRAFFIC— 

5 Population per mile of line 382 662 1,752 

6 Revenue per passenger mile 1.782c 0.91c 

7 Passengers carried per mile of 

road 9,635 46,177 

FREIGHT TRAFFIC— 

8 Ton-miles per mile of line 2,131,165 1,109,758 

9 Average haul miles 143 122 62 

10 Freight revenue per mile $13,583 $13,902 

11 Average revenue per ton $1,066 78.9c 76.9c 

12 Average rate per ton-mile 0.7440 0.647c 1.245c 

13 Average freight train tonnage 450 218 

EMPLOYEES- (1915) (1913 

14 Average wage of employees, year $825 $409 

15 Traffic units handled per employ ee** 201 81 



♦♦Total passenger miles and freight ton-miles 
divided by total number of employees. 
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It will be noted from Item 12 of the table that 
the average cost of having its freight hauled was, 
to the American public in the Eastern group, prac- 
tically one-half the rate paid by the German public 
for the same unit, viz., one ton hauled one mile. 
Such comparison is not entirely fair, however, be- 
cause the charge for handling the freight at point 
of receipt and again at point of delivery is the same 
without regard to the length of haul and the aver- 
age American haul is nearly twice that of the Ger- 
man (Item 9). There is one comparison which takes 
this difference of haul into account; it shows the 
American cost to be much less than the German. 

The American railroad hauls a ton of freight 122 
miles (Item 9) for 78.9 cents (Item 11) ; the German 
railroad hauls a ton of freight 62 miles for 76.9 
cents. That is, the American road hauls its ton 
nearly twice as far as the German road and only 
receives 2 cents more per ton for doing it. *Again, 
the German railroad hauls for each mile of its line 
1 million ton-miles of freight (Item 8) and charges 
$13,902 for the service (Item 10) ; the American 
railroad for each mile of its line hauls 2 million 
ton-miles of freight and charges less — $13,585— for 
the service. And this, too, in spite of the fact that 
the American railroad pays its employees a wage 
more than twice as large as that paid by the Ger- 
man railroad (Item 14). 

The explanation of this seemingly impossible dif- 
ference is found, in part, in Item 13 of the table, 
which shows that the American freight train car- 
ries more than twice as many tons as does the Ger- 
man freight train. Item 15 shows that the Ameri- 
can employee handles 2V^ times as many units of 
traffic as does the German employee. 



*The average haul is involved in this illustration. 
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The maximum first class passenger fare on East- 
em American railroads is 2.5 cents, the rate being 
very generally 2 cents per mile; the average first 
class fare in Germany is 2.93 cents per mile. For 
the first class passenger service, the American pas- 
senger fares therefore are lower than those of Ger- 
many. This does not afford a satisfactory basis for 
comparing the relative cheapness of passenger fares 
however, because in Germany only one-tenth of one 
per cent of the total passenger trafi[ic is first class, 
while in America practically all of the trafl[ic is first 
class. 

German passenger trafl[ic is divided into five 
classes and the following table shows the classifi- 
cation of the traffic by percentages for the year 1912 : 

First Class 0.1% 

Second Class 7.5% 

Third Class 42.0% 

Fourth Class 49.2% 

Military 1.2% 



100.0% 
Observe that the second, third and fourth class 
traffic, with their lower fares and inferior service, 
constitute nearly 99% of total German passenger 
traffic, while practically all of the American trafiJc 
is first class. The average passenger fare per mile 
for the American and German railroads shown in 
Item 6 of the table are not comparable, owing to 
the very large percentage of second, third and 
fourth class traffic in Germany. 

The density of population, which affects the cost 
of passenger service very materially, renders com- 
parison still more difficult. The German population 
per mile of railroad is 2.68 times that of the East- 
em American roads. The passenger traffic density 
of German roads is 4.8 times that of American 
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roads. The unit cost of passenger traffic decreases 
as traffic density increases. 

It must be remembered, too, in connection with 
passenger fares, that American wages are more than 
twice those of Germany. Allowing for the differ- 
ence in class of service, density of traffic, and rate 
of wages, the statement that American passenger 
fares are materially lower than those of Germany 
is certainly fair. Without making any allowances 
whatever, first class passenger fares are lower in 
America than in Germany. 

It will be noted from Item 2 of the table that 
the rate of return on capital for the German roads 
was 6.29%, while for our eastern roads the return 
was only 5.66% and for the whole United States 
5.77%. Had the same rate of taxation per mile 
paid by the German roads been applied to all roads 
of the United States, the net earnings of these latter 
roads would have been increased 93 million dollars 
and the net return on capital would have been 6.39%, 
or slightly greater than the return on the capital of 
the German roads. Or if the German rate per ton- 
mile on freight had been applied to all of the roads 
of the United States, their net revenue would have 
been increased $1,320,403,700 and the return on 
capital would have been practically 14.5%, even 
though wages remained twice as high in the United 
States as in Germany. 

Such comparisons might be carried to any ex- 
tent desired, but sufficient data have been given to 
show conclusively that from an economic standpoint 
the privately owned American roads are more effi- 
ciently managed and that the rates charged for their 
services are much lower than are those of the gov- 
ernment owned roads of Germany. 

Turning to other than the economic features of 
the government owned railroads of Germany, let 08 
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investigate their effect on politics and the manner 
of their regulation. Germans are better able to 
judge of such matters than are those lacking inti- 
mate knowledge of their conditions. In 1914 Prof. 
Walther Lotz, a German authority on railroad ad- 
ministration, published a book on "German Com- 
munications since 1800/' in which he discusses these 
features of government owned railroads. In speak- 
ing of the monopoly problem, he states: 

"Nationalization is not by any means a solution 
of the monopoly trouble. Monopoly remains mo- 
nopoly even if it is managed by officials. True, the 
state is claimed by nationalization enthusiasts to 
be a higher and unerring entity. But in reality the 
state is only the national organ of erring men, who 
are influenced by their virtues, their faults, their 
interests and their passions. And these influences 
are all brought to bear on railroad management 
quite as much when the state does the managing as 
when private persons do it. Indeed in countries gov- 
erned on party principles, privately owned roads 
are often more bearable than state owned roads, as 
state owned railroads are exploited as much as pos- 
sible for their own advantage by changing parties. 
This is a reason against nationalizing the railroads 
in the United States." 

In the Cologne Chamber of Commerce, in 1913, 
it was stated that, on the basis of traffic carried, 
the Prussian roads had "21/2 times as many officials 
as the American roads and 5 times as many clerical 
and other officials who do no physical work." No 
official statistics are available to prove this charge 
but the official statistics for the entire German sys- 
tem show that there are 2,077 employees per 100 
miles of line as compared with 624 per 100 miles 
of the entire system of the United States. As here- 
tofore stated these statistics also show that only 81 
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units of traffic (passenger miles and frei^rht ton- 
miles) are handled by each German employee while 
201 units are handled by each American employee. 

Herr Gohre, a member of the Reichstag:, in a 
speech concerning these Prussian roads, which are 
considered the most efficient in Germany, declared 
that: "The bureaucratic management and the ex- 
cessive staflf would not be tolerated by a private 
corporation." 

The most serious complaint, as to the re^rulation 
of the rates, is that they are fixed by bureaucrats 
who do not understand business and that the grain 
and iron exporters are favored in the matter of 
rates, at the expense of all other interests. Breit- 
enbach. Minister of Public Works, in 1914, stated 
that ''certain large interests in their zeal a^rainst 
competition have prevented rate reductions." His 
predecessor described the Prussian railroads as ''a 
morsel between contending dogs for which there is 
no parallel even in America, where the trusts ex- 
ploit the railroads in their own interests." 

During the period of consideration of govern- 
ment ownership, in the early 80's, the legislatures 
of the various German States were promised that 
the railroads would be operated in the interests of 
the shippers and not for the purpose of earning a 
profit for the state. The rates were to be only high 
enough to cover the expenses and the interest on 
the debt incurred in purchasing them. The state 
pays 3V^% interest on this debt, except a small por- 
tion on which it pays 4%. There is bitter complaint 
that the returns on capital, after paying all ex- 
penses, are much greater than the interest require- 
ments and that the amount earned in excess of such 
requirements constitutes a tax on business. 

The state has argued that it needs this profit to 
meet general public requirements. Business inter- 
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ests contend that such needs should be met by direct 
taxation of property and not by a tax on business. 

The government's own statistics show clearly a 
large earning over expenses and interest on the debt, 
so that there is no doubt that the original promise 
to operate the railroads in the interest of the ship- 
pers, and without profit to the state, has not been 
fulfilled. 

There is a feature of taxation of German rail- 
roads which should be noted. The length in miles 
of State railroads in 1912 was 35,481; of private 
railroads 2,184 miles. The State railroads paid only 
0.94% of their revenue in taxes; the private rail- 
roads paid 1.40% of their revenues in taxes, or prac- 
tically 50% more than the government railroads. 

In presenting the facts concerning the effect 
which government ownership has had on .German 
politics and the regulation of railroads, the views 
of competent German authorities and officials of the 
German Government have been used. The state- 
ments and opinions of partisans of private owner- 
ship and government ownership have been purposely 
avoided. 

Considered from the standpoint of the effect 
which government ownership has had on railroad 
regulation and German politics, the experience of 
Germany certainly offers no encouragement to 
adopt government ownership as a relief from the 
evils of private ownership. It only serves to em- 
phasize the statement made at the beginning of this 
chapter, that the problems relating to regulation of 
railroads are exactly the same under government 
ownership as under private administration. 

Motive for Government Ownership. 

This does not mean that government ownership 
has been a failure in Germany or that its adoption 



134 GOVERNMENT PARTNERSHIP 

was ill-advised, because there were reasons not 
found in economics, in domestic business interests 
or internal politics that were compellin^r- Its rail- 
roads have been taken over from private corpora- 
tions, extended and improved primarily to serve its 
military organization ; the needs and convenience of 
its commercial and industrial interests have been 
subordinated to military necessity. 

The importance of the railroads to German mili- 
tary plans is disclosed in a statement of the German 
General Staff issued since the beginning of the war. 
In speaking of the mobilization of men and sup- 
plies this statement occurs: "The railway authori- 
ties had, therefore, in their primary preparations 
to take into consideration our geographical posi- 
tion and see where the most vulnerable positions 
lay. In time of peace trial trains were run to these 
various positions, so that if the war broke out there 
should be no hitch in the transport of troops. 
Preparations were made, therefore, for all eventuali- 
ties/' 

Its geographical position makes of Germany a 
military state. Its previous history justified its fear 
of international complications. The present war 
abundantly proves the wisdom of its military rail- 
road policy. It is here we find the motive for gov- 
ernment ownership in Germany — ^not in economics, 
nor in domestic business conditions and politics. 

France. 

In France only 5.509 miles — 18% of the total 
mileage of the country — is owned and operated by 
the state. Tho greator part of these lines were 
taken over from a private company in 1908. Al- 
though gross earnings have increased each year up 
to and including 19 UK there has been a constantly 
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increasing deficit for each year since the lines came 
under government ownership, the total for the six 
years being about 70 million dollars. 

Paul Leroy-Beaulieu, the French economist, 
stated in 1912: "Everyone knows of the deplorable 
result of the management of the Company of the 
West by the state. ♦ ♦ ♦ At the end of three 
years, government ownership appears to be a pub- 
lic calamity and a financial disaster. Moreover, 
substantial accidents occur, one after the other, not 
only on the Western Railway, but on the old system 
that the government has been administering nearly 
35 years.'* 

In speaking of the operation of the privately 
owned French railroads, which aggregate 25,159 
miles, W. M. Acworth, an English authority on rail- 
road administration, had this to say in a speech de- 
livered in 1914: "It is in Prussia, if anywhere, that 
government railroads are eflSicient. And yet I be- 
lieve that any impartial expert comparing Prussia 
with France, and taking into consideration the con- 
ditions, geographical, commercial and economic, the 
service rendered and the rates charged, would come 
to the conclusion that the French companies, ham- 
pered though they are at every turn by political in- 
terference, are managed more efficiently and 
economically than the Prussian state system.'* 

There is no encouragement in this French experi- 
ence for government ownership from an economic 
standpoint. What, then, is the reason for French 
government ownership in the face of the fact that 
its incompetence had caused a national scandal prior 
to the war? 

The lines operated by the government connect 
Paris with the seaports and serve the territory lying 
along the northern French frontier where they meet 
the German railroad system which, as heretofore 



136 GOVERNMENT PARTNERSHIP 

stated, has been organized on a military basis. 
France waited 20 years but was finally forced into 
government ownership by the action of Germany. 
That is, the motive for government ownership in 
France is found in military necessity. Further, 
without regard to financial results from operation, 
she must continue government ownership so long 
as the German railroad system remains as it now is. 
The deficits from the operation of the government 
railroads of France are to be regarded as a part 
of the total cost of her military preparedness. 

Austria-Hungary. 

For some years there has been a large annual 
deficit from the government operation of 27,544 
miles of railroad in these countries.* In 1910, the 
President of the Austrian Chamber of Deputies, who 
is an advocate of government ownership, said : "We 
are still in favor of the principle (government own- 
ership), but it does not seem to us that our gov- 
ernment has performed a remarkable feat when it 
has succeeded in creating a deficit on the Northern 
Railroad. The government has enlisted an army of 
new employees. They have gone much too far in 
the reduction of hours of labor. Instead of a com- 
mercial management they appointed lawyers to 
posts that require business men and experts. They 
have established an entirely impracticable 
bureauracy." 

It will be noted that the charges of inefiiciency 
of operation and regulation of rates are along the 
same lines in Austria as in Germany. 



*It has been stated that the annual deficit is 26 
million dollars; statistics are not available to sub- 
stantiate this. The government owns about 80% of 
this mileage. 
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Statistics of railroad operation in Hungary afford 
a striking illustration of the comparative cheapness 
of our own rates in some particulars. In 1912, the 
Hungarian average rate cm fast freight was 6.43 
cents per ton-mile — a higher rate than our roads 
receive for hauling United States mail. 

The average freight rate was about double our 
rate. The average railroad wage was $300 per year, 
or about 35% of our average. Evidently the deficits 
of railroad operation in Austria-Hungary are not 
due to low rates or excessive wages paid employees. 

The frontiers of these countries are common with 
those of Italy, Germany and Russia, in which fact 
is found the motive for government ownership — ^mili- 
tary necessity. 

Belgium* 

Prior to the war the government owned and 
operated the greater part of the railroad mileage of 
the country, private companies operating the bal- 
ance. In 1912, the government operating ratio (op- 
erating expense to total revenue) was 69.63%. The 
net receipts were 3.8% on cost of construction, 
hardly enough to pay the interest charges on the 
capital. 

It has been stated that the operating ratio of the 
private railroads is much less than the government 
ratio of 69.63% — although late official statistics 
for private operation are not available. The of- 
ficial statement for 1912 shows that on the state 
roads the number of employees per mile of line was 
26.67, on the private roads 22.41. 

It is the general belief that the fear of domina- 
tion by foreign capital has been the motive for gov- 
ernment ownership. 

A statement of the German General Staff in re- 
gard to Belgian railroads indicates in a general way 
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their standards of maintenance at the beginning of 
the present war : ''Moreover, the railway roadbeds 
in Belgium in most cases were in a sadly neglected 
state and the rails were bad. Very often the sleep- 
ers (railroad cross ties) broke under the weight of 
our engines." 

Translated into American railroad terms, there 
was a large item of deferred maintenance in Bel- 
gian railroads which applied to rail and tie renewals. 
There is little doubt that the insufficiency of mainte- 
nance specifically mentioned extended to other 
essential roadbed and track items. 

Switzerland. 

In 1914, the state owned and operated 1,782 
(54%) out of a total of 3,189 miles of railroad. Most 
of the lines were taken over in 1902. The results of 
operation under government ownership have been 
satisfactory in normal times. Rates have been re- 
duced, wages increased and a very small profit is 
shown from operation. 

During the discussion of the propriety of taking 
over the railroads, the country was assured that gov- 
ernment ownership would eflfect a reduction in the 
number of employees and in operating expenses as 
well. As a matter of fact the number of employees 
was increased 20% and instead of realizing the esti- 
mated saving in operating expense, the actual cost 
of operation was increased. 

The motive for government ownership has been 
stated to be the fear of domination by foreign 
capital. 

The dissimilarity in character of the railroads of 
foreign countries and our own is strikingly illus- 
trated by a statement showing the classification of 
the railroads of Switzerland. 
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A statement made by a Berne correspondent of 
the Railway Gazette, London, shows that early in 
1915 the government owned railroads aggregated 
1,696 miles of broad gauge and 36 miles of narrow 
gauge (1-meter gauge) roads. The privately owned 
railroads are classified as follows: 

37 Broad gauge lines aggregating 553 Miles 

49 Narrow gauge lines aggregating 786 Miles 

15 Cogwheel lines aggregating 68 Miles 

47 Cable railways — ^the longest being 
only 2.6 miles. 

Tramways aggregating 295 miles 

Note how short these various lines are compared 
with even our smallest roads ; how widely the char- 
acter of the roads differs from ours. Such dissim-^ 
ilarities must be borne in mind in comparing our rail- 
roads with those of other countries. 

Italy. 

More than 30 years ago an Italian Commission 
announced that under a state system, "Politics 
would corrupt the railways and the railways would 
corrupt politics.'* Subsequent Italian experience has 
amply fulfilled this prophecy of the commission. 

The state owns and operates practically 85% of 
the total mileage of the country. In 1912 it oper- 
ated 8,387 miles of railroad. The net return on 
cost of construction was 1.4%, which was insuffi- 
cient to pay the interest on the capital. 

In consequence of government subsidies granted 
to various private companies and the provisions in 
various charters relating to rates and regulation, the 
railroad situation became hopelessly complicated 
and the government was forced into taking over 
and operating the railroads. 
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Quality of Service and Cost— -United States v. 

Europe. 

In comparing the operation of all foreign rail- 
roads with that of our own, the difference in the 
quality of service rendered must always be borne in 
mind. The opinion of those who are competent to 
judge — ^through travel over and knowledge of both 
systems — is unanimous as to the superiority of our 
railroad service. 

Mr. E. E. Clark, one of the older members of the 
Interstate Commerce Commission, as to term of serv- 
ice, had practical experience in railroad operation 
prior to his appointment as a Commissioner. In an 
address before the National Industrial League on 
September 9th, 1915, he expressed this superiority 
of the quality of our railroad service over that of 
European railroads as follows: 

**I have traveled some upon the railroads of 
Europe. They have some roads which, for those 
countries and for the services demanded of them, 
are excellent, well equipped transportation agencies, 
which perform an acceptable service. They would 
not, however, be able to meet the demands in our 
country. Taking into consideration circumstances 
and conditions I think that we have the best rail- 
road service in the world." 

Speaking of the relative cost of transportation 
of the government owned railroads of Europe and 
those of the United States, he said : 

"In many of those countries the railroads are 
largely or wholly owned by the governments. But 
on the whole, such ownership and operation has not 
proven entirely satisfactory, and it certainly has not 
afforded the people cheaper transportation than 
could have been furnished under private ownership, 
properly regulated." 
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Due to his initial experience in practical railroad 
operation and his subsequent experience as an In- 
terstate Commerce Commissioner, Mr. Clark is 
peculiarly well equipped to make a fair appraisal of 
both the quality of the service and its cost. His 
opinion is entitled to serious consideration in com- 
paring the service and cost of these two general 
systems. 

Russia. 

The railroad policy of the Russian Government 
has been a vacillating one. Prior to the Crimean 
War (1853-1856) all lines were built and operated 
by the state ; from 1857 to 1881 railroads were built 
and operated almost wholly by private companies, 
the government guaranteeing the interest on their 
securities. From 1881 to 1891 all lines were built 
by the state and 4,275 miles of line were acquired 
from private companies. Since 1891 the state has 
confined its efforts to building the Asiatic railroads, 
reverting to the policy of encouraging construction 
by private companies. 

On January 1, 1913, the statement of mileage 
was: 

State railways in Europe 22,250 58.8% 

State railways in Asia 6,775 16.3% 

Total State railways 29,025 70.1% 

Private railway companies 12,409 29.9% 

Total of all railways 41,434 100 % 

The cost of construction of the private roads has 
been uniformly less than that of state roads. The 
proportion of double track was, however, on the state 
roads 28% of the whole, on the private 13%. The 
statistics for 1910, the last available as to total capi- 
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talization, show the average cost per mile of all roads 
to be $84,299. 

The report of the Minister of Finance to the 
Douma in 1913 shows the results of operation for 
the year 1911. After making allowances for in- 
terest charges on various obligations of the gov- 
ernment (varying from 4.09% to 4.5%), there re- 
mained a profit of practically 43 million dollars.* ♦ 

Count Witte, former prime minister, stated that 
after many years of deficit, the system had returned 
an income into the treasury between 1895 and 1900, 
but from that time until 1910 a period of deficit 
had followed, owing to the construction of strategic 
lines. Speaking of the construction of these lines, 
he said: 'In countries where political or military 
purposes control the location of railways, and Russia 
stands in the front rank of such countries, it is quite 
the custom to build strategic lines, knowing full 
well that such lines will not be on a paying basis 
for a number of years. Between 1889 and 1904, 
17,435 miles of railway were authorized and con- 
struction thereon begun. Out of this I put 4,080 
miles as being incontestably strategic, or 23.1%, and 
14.5% as being purely political, such as the Astrakan 
Railway. It is quite evident that if these roads had 
not been built, and if they had not been operated, 
the general deficits of our roads would have been 
considerably diminished.'* 

The motive for government ownership in Russia 
is found in its political and military necessities. 
The Trans-Siberian line was built to tie Siberia to 
European Russia and foster commercial intercourse 



**The foregoing data are taken from an article 
by M. Edward Thery, Editor of the European 
Economist, an abstract of which appeared in the 
Railway Age Gazette of July 31, 1914. 
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between them. On account of its great area, the 
railroads are essential to the mobilization of its army 
within a reasonable time. 

It is to be noted that for some years the policy 
of Russia has been that of encouraging the con- 
struction and operation of new lines by private com- 
panies, the state building only those strategic lines 
which it considers necessary. 

The Russian charges for freight and passenger 
service are higher and the wages much lower than 
prevail in the United States. The average railroad 
wage in 1910 was $211.35 per year. Its deficits, 
except for the few years noted, afford no encourage- 
ment for government ownership and operation from 
an economic standpoint. 

Australia and New Zealand. 

The government owned and operated mileages 
in these states are shown in the following table. The 
figures given are for the year 1914-1915, except for 
New Zealand, which are for 1913-1914. 

states. Miles. Gauge of Tracks. 

New South Wales 4,057 Standard gauc\ 4' 8%". 

Victoria 3,848 3,726 miles of 5' 3", 122 miles of 

2' 6". 

Queensland 4,730 Narrow grauge, 3' 6" 

New Zealand 2,861 Narrow grauge, 3' 6". 

South Australia 2,026 1,187 miles narrow grauge, 839 

miles of 5' 3". 
West Australia 3,096 Narrow gauge, 3' 6". 

Total 20,618 11,996 miles of narrow gauge, 

8,622 miles of standard and 
broad gauge 

The government owns and operates practically 
95% of the total mileage of these states. 

Comparing their capitalization with those of the 
United States as a whole, it will be noted that the 
average capitalization per mile, for the standard 
and broad gauge roads of New South Wales and 
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Victoria, is considerably higher than the average 
of the United States ; the average capitalization per 
mile for the narrow gauge road*— on account of 
lower standards of construction — is less than the 
capitalization of the United States railroads. 

Capital 
per mile. Oauge. 

United States 166,661 Standard. 

New South Wales 77,26S Standard. 

Victoria 65,774 97^ standard, 3^ narrow gau^e. 

New Zealand 55.075 Narrow gaufire. 

South Australia S8,S87 54jt narrow, 46^ broad gauge. 

West Australia 26,712 Narrow gauge. 

Queensland S5.697 Narrow gauge. 

The average passenger rate of the Australian 
railroads is lower than that of the United States 
and it is only fair to state that the service of the 
former is very much inferior. The freight rates of 
the former are from 2V^ to 3 times those of the 
United States. The compensation of employees is 
higher in all cases in the United States and in one 
instance it is twice that of the Australian state road. 
The average number of employees per mile of line 
on the standard and broad gauge lines of Victoria 
is greater than in the United States ; on the narrow 
gauge lines, whose traffic is comparatively very light, 
the number is of course smaller. 

The following are the official statistics relating 
to these features of operation: 

STANDARD AND BROAD GAUGE 

United New South 
States. Wales. Victoria. 

Population per mile of line 381 

Receipts per passenger miles, cents. . . . 2.02 

Receipts per ton-mile, cents 0.738 

Averagre haul-miles 166 

Average wages of employees, year 1825 

Number employees per mile line 6.24 

Return on cost of construction for year 

1915, per cent 4.66 

Same for year 1914, per cent 4.86 



391 
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**Not given or obtainable from the statistics. 
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NARROW GAUGE 

South West 
Queens New Aus- Aus- 
land. Zealand, tralia. tralia. 

Population per mile of line 188 854 181 188 

Receipts per passenger mile, cents... ♦♦... ♦♦... 1.20 ♦♦ 

Receipts per ton-mile, cents ♦♦... •♦... 2.12 ♦♦ 

Average haul-miles ♦♦... ♦♦... 114 ♦♦ 

Average wages of employees, year. . . . $649 $674 $414 $790 

Number employees per mile hne 2.40 4.96 4.94 2.63 

Return on cost of construction for 

year 1915, per cent. 4.03 ♦♦.. . 1.81 3.3 

Same for year 1914, per cent ♦♦... 3.61 5.33 4.32 

The net return on investment for the private 
roads of the United States is greater than for any 
of the government owned railroads of the Australian 
states except that of South Australia in 1914. The 
two years are shown as the Australian operations 
of 1914 were not affected by the war, while those 
of 1915 were seriously affected in several instances. 

It must be remembered in comparing the two 
systems that the Australian roads pay no taxes^ 
while those of the United States paid an average 
of $562 per mile in 1915. In 1911, the most pros- 
perous year of the Australian railroads, the net re- 
turn to the state, after allowing for capital charges 
on investment, were $446 per mile, which it will be 
noted is $116 per mile less than the American roads 
pay in taxes. The much smaller wages paid Aus- 
tralian labor are of course to be considered as well. 

In most discussions of government ownership of 
railroads, the results of operation of the railways 
of Australia and New Zealand are cited by partisans 
of that policy as an argument for government own- 
ership, on economic grounds. This presentation has 
been made in greater detail as to their railroads 
than those of the countries immediately preceding 
on that account. 
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Surely there is nothing in the government opera- 
tion of Australian railroads, from an economic 
standpoint, to encourage government operation in 
the United States. As to capitalization, rates, wages 
paid employees, efficiency of labor and return on 
capital, the showing of the privately owned Ameri- 
can roads are incomparably superior to those of 
Australia. 

The English authority, heretofore quoted (Ac- 
worth), in comparing the systems of the two coun- 
tries, stated : "Comparing the efficiency of the Vic- 
torian and the New South Wales railways (the best 
of the Australian railways) with that, I will not 
say the Pennsylvania, but of the Southern Pacific, 
or even of the bankrupt St. Louis & San Francisco, 
would be as absurd as comparing a blunderbuss with 
a Lee-Metford." 

As to the political and regulatory features, the 
early history of the Australian railroads was very 
similar to that of the government owned railroads of 
Canada, in that they were operated on a political 
basis and were used to advance partisan interest. 

The period following the general strike on the 
Victorian railways in 1903 has shown a great im- 
provement, the railways being administered since 
then by a board of commissioners. This is intended 
to be a non-partisan board and its accomplishments 
on the whole may be said to be satisfactory. How- 
ever, the same charges are made as to the policy 
of this board in locating new lines and in deter- 
mining where improvements are to be applied to 
existing lines as those heretofore mentioned in con- 
nection with the Canadian roads, viz., that political 
considerations rather than economic principles con- 
trol in such matters. There is a constant complaint 
from shippers as to the character and shortage of 
equipment, even in times of normal business. 



GOVERNMENT OWNERSHIP 147 

There is nothing in the Australian experience to 
indicate that government ownership of railroads 
eliminate them from politics or reduces the neces- 
sity for government regulation of railroad practices. 
Neither does it eliminate strikes of railroad 
employees. 

The motive for government ownership in 
Australia and New Zealand is found in financial 
necessity. Private capital for the construction of 
railroads was not available, as fair returns on their 
cost could not be earned for some years following 
their completion. The credit of the state was abso- 
lutely essential to carry on railroad operation 
through the period of deficits. The public could 
afford to assume these deficits, as they were less 
than the increased profits resulting from new trade 
which the railroads developed. 

The experience of Canada and some of our states 
shows clearly, however, that while government 
ownership or government guarantee of interest was 
absolutely essential, government operation was not. 
Canada secured the construction of the Grand Trunk 
Pacific, extending from Winnipeg, Man., to the 
Pacific coast, by guaranteeing the interest on the cost 
of construction for a period of ten years following 
the completion of the railroad. The railroad is 
operated by a private corporation. The States of 
North Carolina and Georgia own certain railroads 
which they constructed for the purpose of develop- 
ing trade. They are operated by private corpora- 
tions. 

Japan« 

The Japanese railroads were acquired by the 
state in 1908, at which time they were capitalized 
at $42,800 per mile. In 1914 the government owned 
and operated 5,348 miles of narrow gauge (3' 6'0 
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railways, capitalized at $90,977 per mile — as com- 
pared with our capitalization of $61,661 per mile. 

Japanese passenger traffic in 1914 was classified 
as follows: 

First class 0.3% 

Second class 4.4% 

Third class 95.3% 



100% 



Its average passenger fare is therefore very low, 
being 0.7 cents per mile — lower even than that of 
Germany and much lower than the 2.02 averasre of 
the United States. As heretofore stated, in the case 
of Germany, the average passenger service is so 
vastly inferior to that of American roads, over which 
practically all passenger traffic is first class, that 
the average passenger rates afford no basis for com- 
parison of relative cheapness of rates. 

The Japanese freight rate is 0.87 cents per ton- 
mile, that of the United States 0.738 or about 85% 
of the former. The return on the capital in Japan 
is 6.06%. The average wages of employees is 
$112.92 per year, or about 1-7 that of the American 
employee. Wages constituted 46.39% of the total 
Japanese operating expense; they constituted 61% 
of ours in 1915. 

Considering class of service and wages, our pri- 
vate railroads are, therefore, much more efficiently 
conducted than are the government owned railroads 
of Japan. The motive for government ownership 
was the fear of domination of domestic commerce 
by foreign capital. 
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Comparison of Economic Features — United States 
Railroads vs. Foreign Railroads. 

Comparing the railroads of the United States 
with those of foreign countries, on an economic 
basis, we find that the following conditions exist: 

The capitalization per mile of railroads in the 
United States is less than that of any foreign country 
except where the comparison is with narrow gauge 
railroads with lower standards of construction. 

The average passenger fare is higher on railroads 
of the United States than on foreign railroads for 
the reason that (a) considerably more than 90% of 
American passenger traffic is first class and more 
than 90% of foreign passenger traffic is second, third, 
fourth and lower classes, and the further reason 
that (b) American labor is paid higher wages than 
that of any foreign country. When the comparison 
is made on the basis of the first class rates, the 
American rate is lower than that of any foreign 
country except perhaps that of Canada where it is 
practically the same. 

The average freight rate on railroads of the 
United States is very much lower, in every instance, 
than on foreign railroads — without making any al- 
lowances for higher wages and better service of the 
roads in the former. 

The wages paid railroad employees are higher in 
the United States than in any foreign country — 7^^ 
times those of Japan and twice those of Germany. 

More units of traffic — passenger miles and 
freight ton-miles — are moved per employee in the 
United States than in any foreign country. 

Effect of Government Ovmership on Politics and 

Regulation. 

As to the political and regulatory features of for- 
eign government owned railroads, we find : 
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Government ownership of railroads has certainly 
been used to advance partisan political interests in 
Germany, Austria-Hungary, Canada, Australia, New 
Zealand and probably in other countries. In the last 
three this has applied not only to the operation of 
the roads but in the matter of locating new railroads, 
constructing new lines and in providing improve- 
ments of existing lines. 

In the matter of regulation, government owner- 
ship in Canada has heretofore been charged with 
discriminations between shippers on a partisan basis 
and with the establishment of too many stations for 
economical operation. In Germany the charge is 
discrimination in favor of the agrarian and steel 
manufacturing interests to the prejudice of all other 
interests. In Austria-Hungary the regulation has 
been in the hands of an ''entirely impracticable 
bureaucracy.'' In Australia and New Zealand it has 
allowed equipment inferior in character and insuffi- 
cient in amount at all times for normal business 
requirements. 

In Canada, Germany, Austria-Hungary, Belgium 
and Switzerland, government ownership has either 
increased the number of employees required to per- 
form a given service under previous private owner- 
ship or the official statistics show, in all cases, a 
greater number of employees on government than 
on private roads for performing equal amounts of 
service. In some cases the government roads are 
charged with being "overofficialized." 

Motives for Government Ownership. 

The motive for government ownership is found 
to be military necessity in the case of Germany, 
France and Austria-Hungary; political necessity in 
Canada; political, military and financial necessities 
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in Russia; financial necessity in Australia and New 
Zealand ; fear of domination of business interests by 
'foreign capital in Belgium, Switzerland and Japan; 
complications in the matters of subsidies and rate 
regulation in Italy. 

We have no political roads to build in the United 
States, these having been constructed heretofore 
through government aid. If any railroads are re- 
quired as part of a plan for military preparedness, 
they may be constructed as short extensions of exist- 
ing privately owned systems. The total mileage of 
such roads is an insignificant percentage of our total 
mileage and hence not important enough to control 
the policy of the country's entire railroad system. 

We have no fear of domination of our business 
interests through investment of foreign capital in 
our railroads. We have always needed and still need 
more than all of the capital available, both domestic 
and foreign, to expand railroad facilities and extend 
existing systems. Government ownership is not ab- 
solutely essential on account of our financial necessi- 
ties as to new capital. As shown in the previous 
chapter, government guarantee of interest in con- 
nection with partnership in profits of operation will 
be as effective and more desirable in many ways than 
government ownership. 

There is no necessity for government purchase of 
pirivate railroads to cure evils arising from pro- 
visions in their charters regarding subsidies or rate 
regulation. 

To summarize this feature of the subject, the mo- 
tives responsible for the adoption of government 
ownership and operation of railroads by foreign 
countries are lacking in the United States. What 
is compelling or well-advised under their conditions 
lacks force and is ill-advised when applied to our 
conditions. An argument for the adoption of gov- 
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eminent ownership in the United States baaed on the 
previous action of foreign countries in meetiiitr needs 
unlike our own is not well founded. 

Effect of Government Ownership on Oar Political 

Institutions. 

We have still to discuss, however, the effect of 
government ownership and operation of railroads on 
our own conditions and on our own political institu- 
tions. Such discussion must include Uie effect which 
the adoption of such a plan would have on other 
public utilities. 

To be consistent, if the government owns the 
railroads it should own the express, telegraph and 
telephone lines as well as the competing electric rail- 
ways and the water transportation companies. The 
immediate effect of such ownership would be to mul- 
tiply the number of government employes by about 
six. The following table showing the number of em- 
ployees engaged in these various lines of work is 
taken from the published report of a speech by Sen- 
ator Jonathan Bourne. Jr.. before the National Civic 
Federation, November 4, 1914: 

Government Ci\il Employees (1914) 469,000 

Telephone and Telegraph Companies 

(1912) 220,656 

Railway Employees (1913) 1316,239 

Electric and Street Railways (1912) 282,461 

Water Transportation Companies (1906). 188,348 

Express Companies (1907) 79,284 

Total 3,064,988 

What trould be the effect of adding prmetically 
2,600.000 voters to the government payrolls? What 
el!ect \roiild it have on the xrajres now paid these 

employees ? 
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The natural answer to the first question will be 
that civil service regulations will secure men fitted 
for the various services without regard to their poli- 
tics. Granting that it will do so, it still does not meet 
the situation fully. While government department 
heads have no power of appointment, except as to a 
comparatively few minor officials, they do have the 
power of promotion and transfer of all employees in 
their departments. Further, it is not safe nor desir- 
able that this power be taken away from them, as 
the service would become hopelessly inefficient if no 
power of disciplining or rewarding employees was 
in the hands of those responsible for the results of 
departmental operation. 

The heads of the various government depart- 
ments are chosen for political reasons, not by pro- 
motions from the ranks of departmental employees. 
The men selected for these important and responsible 
positions have rarely had any previous special train- 
ing in matters pertaining to these departments. It 
is too much to ask that men appointed on political 
grounds should wholly disregard political considera- 
tions in exercising their disciplinary power. 

The average man, whether employed by a gov- 
ernment or by an individual, may be relied upon to 
consider his own interest first; it would be difficult 
to maintain himself in business life if he failed to do 
so. This means that a government employee will 
make his politics square with his business interest. 
In this fact lies the danger of increasing the number 
of government employees unduly. 

With so large a number of employees under di- 
rect government pay and control, it is quite prob- 
able that Congress would enact legislation forbid- 
ding associations of government employees. That 
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would not cure the evil, for legal prohibition can not 
prevent any considerable body of our citizens from 
acting politically in their common interest, even if 
there be no formal union recognizing such interest 

It is not necessary that all of the employees act 
together pblitically to make them dangerous, nor is 
it probable that they would do so. But if only 20% 
of them so acted — one man in five — it would give a 
party in power so great an advantage that the diffi- 
culties of wresting control from it would be very 
great indeed. 

In the last election the popular majority was less 
than 500,000 votes and in previous elections it has 
been less than 100,000. Under these conditions, add- 
ing 2,600,000 voters to government pa3rrolls would 
certainly be a very dangerous proceeding in that it 
would jeopardize representative government. 

Previous experience in Germany, Belgium, Aus- 
tria-Hungary, Switzerland and other countries shows 
that the change from private to government owner- 
ship has increased the number of employees required 
to perform the same amount of work. It has gen- 
erally resulted in "overofficializing" the organization 
also. The inevitable result of this increase in force 
must be an increase in the rates charged for freight 
and passenger service or making up the deficit by 
some form of general taxation. 

The effect on wages would probably be that of in- 
creasing them. With the balance of political power 
in the hands of public utility employees it would be 
difficult for department heads, appointed on political 
grounds, to resist their demands effectively even 
when such demands were unreasonable from the 
standpoint of the public. The labor situation is a 
most difficult one under present conditions; it will be 
almost impossible if political power in concentrated 
form is added to the present power of railroad labor. 
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The experience of France some years ago and that 
of Victoria, Australia, in 1903, indicates forcibly that 
such dangers are real, not imaginary. 

Effect of Government Ownership on Employees 

Individually. 

How would the change from private to govern- 
ment administration affect the employees individ- 
ually, as to promotion, pensions and personal 
injuries? 

At the present time, practically every one of our 
large railroad systems is administered by men who 
have come up from the ranks of railroad employees. 
How many of our Postmaster Generals have been 
appointed from the ranks of postoffice employees? 
All of the positions in this government department 
of any great importance are filled by political ap- 
pointment. On the contrary, the self-interest of pri- 
vate owners demands that ability, not pull, be the 
qualification for important railroad positions. There 
is always some small railroad politics on every rail- 
road system, but men of even ordinary ability may 
push that aside. This does not apply in government 
service, the limits to which an employee may ad- 
vance, through good service, being sharply defined 
by the political appointments. 

Railroads have very generally provided for pen- 
sioning superannuated and disabled employes. The 
government does not pension any of its civil indus- 
trial employees. We have heard much of Congres- 
sional sympathy for civil employees who have grown 
old in government service and are unable to fill the 
requirements of their positions but the sympathy has 
never found expression in effective legislation. 

A citizen of the United States can not sue the 
government, however seriously he may be injured. 
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A railroad employee of government, injured in 
service from whatever cause, would have no re- 
course even though he were totally disabled through 
no fault of his own. Without any rightot he would 
have to throw himself on the mercy of officials. 

Civil service employees are required to take fre- 
quent examinations subsequent to entering the 
service, such tests being regarded as indispensable 
to the maintenance of efficiency. A failure in any 
one of these may mean dismissal from the service. 
A railroad employee dismissed from government 
service would be compelled to learn a new business, 
as there would be no other railroad employer to 
whom he might apply for a position. 

While some of these conditions might and prob- 
ably would be met by legislation, government own- 
ership is not inviting from the standpoint of the 
present railroad employee as an individual. 

Railroad Organization Under Government Owner- 
ship. 

Where would we find a man to direct 250,000 
miles of railroad? The total number of railroad 
employees is about 1,800,000, which is about four 
times the present number of civil employees of the 
government. The total annual revenues of the fed- 
eral government are approximately one and one- 
half billion dollars, of the railroads over three bil- 
lion dollars. Congress appropnates for government 
purposes about one and a half billion dollars an- 
nually, the administrators of the various railroads 
about two and a half billion dollars for expenses 
incident to conducting transportation and maintain- 
ing railroad property and equipment. 

The Prussian-Hessian system, the largest system 
of state owned railroads in Germany, comprises less 
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than 24,000 miles'*'; the Russian state owned rail- 
roads, including its Asiatic system, had a total mile- 
age of 29,025. The railroads in the two states of 
Illinois and Texas alone have a total mileage of 
28,962, a greater mileage than that of the largest 
system of Germany and practically the same as the 
state owned system of European and Asiatic Russia. 

The largest system ever operated by one organi- 
zation in this country was the one known as the 
Harriman lines, which comprised approximately 
21,000 miles of railroad. A member of one of our 
largest financial institutions, in testifying before a 
government investigating committee, stated that 
there was no great obstacle in the way of adding 
other railroads to the Harriman system, so far as 
financing was concerned, but he considered the mile- 
age of that system the limit which any man could 
operate efiiciently, however great his powers of ad- 
ministration. Even to the initiated the organization 
chart of the system was a most impressive document, 
showing seven Presidents reporting to the Director 
of Operation. 

The Atchison, Topeka & Santa Fe system of 
about 11,500 miles is under the direction of Mr. E. 
P. Ripley. He is both the actual and nominal head 
not only of the parent system, but of all the con- 
stituent roads except one 400-mile system. His is 
considered a man's size job by those who are com- 
petent to judge. Between the terminals at Chicago 
and San Francisco the distance is 2,573 miles, a 
greater distance between terminals than is covered 
by any other operating organization in the country. 
It has most important terminals on the Gulf of 
Mexico and at many intermediate points. 



♦Statistics for 1913. 



158 GOVERNMENT PARTNERSHIP 

The Pennsylvania and the New York Central 
systems, with their very dense traffic, comprise about 
12,000 and 13,500 miles of line respectively. The 
distance between their terminals at the Atlantic and 
the Mississippi River is approximately 1,050 miles. 
In the operating organization of the Pennsylvania 
system there are Presidents of such subsidiary lines 
as the Vandalia, Grand Rapids & Indiana and Long 
Island who report to the President of the system. 

The reader is cautioned to distinguish between 
the operating organization of a railroad system and 
the alliances existing between various systems for 
financing and traffic interchange purposes. The fol- 
lowing table shows, very approximately, the mileage 
of various allied interests — using the popular names 
for the various alliances : 

Union-Southern Pacific 35,500 Miles 

Morgan 30,900 

Hill 28,000 

Vanderbilt 23,700 

Gould (formerly) 22,400 

Pennsylvania R. R 13,800 

New Haven 7,100 

In these alliances, some of the constituent lines 
are definitely controlled, some are financially affi- 
liated, many are indefinitely allied. Included in the 
mileage of the Vanderbilt lines are the New York 
Central system, aggregating more than 13,500 
miles, and the Chicago & Northwestern, with more 
than 10,000 miles. The alliance between these two 
systems relates to financial matters and traffic ar- 
rangements ; the operating organizations of the Chi- 
cago & Northwestern and the New York Central 
lines are as distinct as the New York Central is from 
the Pennsylvania system. 

The Union-Southern Pacific interests have large 
holdings of Baltimore & Ohio securities, but the op- 
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erating organizations of the western lines have no 
more connection with the Baltimore & Ohio than 
with the Hill roads. The San Pedro, Los Angeles & 
Salt Lake, which is included in the Union-Southern 
Pacific alliance, is held jointly with other interests. 

Financial combinations and arrangements for 
routing traffic may be carried to any extent desired, 
but our experience shows that there is a definite 
limit to the size of the system which can be admin- 
istered efiiciently by any one operating organization. 
Evidently the interests just named would extend the 
scope of operating organizations to cover the systems 
which are allied for financial and trafi&c purposes 
if it were possible to effect operating economies by 
doing so. 

Great as these systems are, they are pigmies com- 
pared with a system formed by consolidating 250,000 
miles of railroad, which is about 39% of the total 
mileage of the world. There is little doubt that 
some system of organization for administering such 
an enormous mileage could be finally devised, if 
vital national needs required it, but it would be an 
unprecedented undertaking and require many years 
of experimenting to make It a workable, smooth- 
running machine. 

On what basis should the division of authority 
be made, state, territorial or some other basis? 
Where would we find the men of right caliber to 
ofllcer the organization? Many of the present offi- 
cials could not work successfully under a govern- 
ment regime. Their whole training, in fact the very 
characteristics which have brought them to their 
present positions of authority preclude their fitting 
into a government organization as we now under- 
stand that term. Our experience at Panama proves 
that. 
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But if the experienced executives can not be re- 
tained, where are we to find the men to replace 
them? Evidently it must be from the ranks of that 
large class of men who are willing to serve the gov- 
ernment, though lacking previous experience or busi- 
ness qualifications. Under our system of govern- 
ment, men would be appointed to these executive 
positions just as they are now appointed to the heads 
of government departments. 

Under such administration will action in regard 
to the construction of new lines and the improve- 
ment of existing lines be based on economic grounds 
and business necessities or will political considera- 
tions influence the action? There are thousands of 
miles of railroads to be constructed and hundreds of 
millions of dollars to be spent on improvement of ex- 
isting facilities. The experiences of Canada and 
Australia are not reassuring. 

Martin A. Knapp was a member of the Interstate 
Commerce Commission for many years and through 
that connection obtained an intimate knowledge of 
railroad affairs. His opinions have always been re- 
garded as authoritative and are highly respected by 
the American public familiar with them. In 1902, 
in speaking of the difiiculties involved in direct gov- 
ernment operation of railroads, he said : 

"For the government of the United States to ac- 
quire the 200,000 miles of railways already con- 
structed (the total mileage at that date), undertake 
to conduct their vast operations by direct agency 
and to extend their service with needful rapidity, is 
a project of such colossal import as to incline us to 
place it quite outside the range of probability." 

The question of organization under government 
ownership is not a mere detail, it is one of tre- 
mendous importance that we must be able to answer 
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before we can decide intelligently whether govern- 
ment ownership can even be considered. 

Regulation Under Government Ownership. 

Under government ownership we must regulate 
railroad rates, insure the safety of the public and 
prevent discriminations, just as we now do. Condi- 
tions at the present time are not ideal, but the argu- 
ments for or against any proposal submitted for the 
consideration of the Federal Conmiission are based 
on business and economic grounds. There is prac- 
tically no effective political pressure brought to bear 
on the Commission. As heretofore stated, the work 
thrust upon it under present conditions is tre- 
mendous. Under government ownership the number 
of problems presented to it for solution would be 
multiplied many times, through applying political 
pressure in the consideration of business questions. 

The steel, packing-house, agricultural, labor and 
every other big interest in the country would each 
feel called upon to protect itself against the political 
log-rolling of other interests. The same suspicion 
of political activity would exist between competing 
cities, industrial districts, states and the different 
territorial divisions of the country. If any one of 
these interests or localities were only suspected of 
using political pressure in regard to regulatory prac- 
tices it would be the signal for the application of 
political pressure from all sources as a matter of 
self-defense. 

We have fought more over the tariff in this coun- 
try than over any other single subject. The contest 
has been carried on principally by the interests and 
the localities just mentioned. It has been the prin- 
cipal issue between contending political parties for 
many years. The total revenues of the government 
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under the highest tariff have been Utile more than 
300 million dollars annually. The railroad revenue 
is more than 3,000 millions annually, or ten times 
the tariff revenue. If the making of a tariff sched- 
ule on imports has heretofore debauched our poli- 
tics, what will the making of a schedule of rates for 
transporting our domestic commerce — ^which is many 
times greater than foreign commerce— do to our 
politics. 

Politics has affected adversely the railroad regu- 
lation of the Canadians, Germans, French, Austrians, 
Italians, Australians and no doubt that of other 
people. Our nation is cosmopolitan, many of our 
people having come from these countries. They re- 
tain many of the characteristics of their mother 
countries. The evils appear in countries governed 
by constitutional monarchies, absolute monarchies 
and in republics. What reason have we to believe 
that our experience will differ materially from theirs. 
There can be no question that such evils do exist 
and that they affect adversely the public interest in 
these countries, for their own leaders and officials 
have stated without qualification that they do. 

Effect of Government Ownership on the States. 

How will government ownership affect the sev- 
eral states? First, it will deprive them of 140 mil- 
lion dollars a year, which they now receive in taxes 
and second, it will take from them all powers of 
railroad regulation. The effect on the revenue of 
any particular state is shown in the table in Appen- 
dix— B. 

Comparing the interest of the states under pri- 
vate ownership with national regulation on the one 
hand, and government ownership on the other, the 
states will lose their power of regulation under 
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either plan and their taxes, in additioiii under the 
government ownership plan. This would seem to in- 
dicate that government ownership is inimical to the 
financial interest of the states. 



E£Fect of Government Ownership cm Shippers and 

the Public* 

How would government ownership affect the 
shippers who come into direct contact with railroads 
in their every day business? 

Some years ago there was a very general com- 
plaint against the railroads on account of delay in 
adjusting claims of shippers and passengers for loss 
and damage to freight and baggage. The condi- 
tions, while not ideal, have improved so much that 
they are now very generally considered satisfactory. 
Under government ownership, the red tape of gov- 
ernment methods would make redress so. difficult, 
through delays and official obstruction, that most 
shippers would seldom attempt to obtain it, their 
only recourse being to add a percentage to their sell- 
ing prices to cover such losses — much as they do for 
insolvent debtors. 

Government rules, from necessity, are rigid and 
applicable to general conditions, while those on in- 
dividual railroad systems may be comparatively flex- 
ible and adapted to conditions existing on particular 
systems. Self-interest, which compels railroads to 
look after such details, would be lacking in govern- 
ment operation. 

The same conditions would apply in the matter 
of presenting the wishes of various communities in 
regard to the adjustment of freight and passenger 
train schedules. Under existing conditions such 
schedules may be adjusted to meet the wishes of 
the various communities with comparative ease; 
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KHXirii; 



under ^roveminent officijils such adjiuiiiieiiti would 
izivolve infinitelj greater effort on tke put of the 

public. 

Definite Conchisioos as to 

Summanzmg this discussion briefly, we may say 
in regard to the plan providing for government own- 
ership of our railroads : 

The motives which have been reaponaihie for 
its adoption in other countries are larking in the 
United States. 

It will increase the rates chazsed for tnuupor- 
tation or will result in deficits from opeimtim, wUch 
must be paid by taxation of general inopoly. 

It will create a serious menace to oor lepreBenta- 
tive form of government. 

It will aggravate the differences eTMtmg between 
railroad administration and labor. 

It will affect the social condition of raihoad em- 
ployees adversely. 

It will involve the solution of the faiaeat iirob- 
lem in administrative organization ever presented to 
any country and in consequence require a period of 
experimentation extended over maoy yean. The 
"trying out" of various plans will neeesmrily be 
expensive. 

It will introduce political consideratioDS into mat- 
ters pertaining to the construction of new railroads 
and the improvement of existing roads. 

It will increase the amount and eompUeate rail- 
road regulation by applying political pressore to the 
solution of business questions — replacing bnafaiess 
and economic considerations on which regulation is 
now based. 

It will be inimical to state interests for the rear 
son that in addition to taking away the power of 
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railroad regulation, it will deprive the states of 140 
million dollars in revenues which they now receive 
annually through taxation of railroads. (The states 
lose their power of regulation under both the gov- 
ernment ownership plan and the plan proposed in 
the preceding chapter.) 

It will be inimical to the interest of shippers on 
account of difficulty in obtaining redress for loss and 
damage of freight. It will increase the difficulty of 
obtaining readjustment of train schedules and other 
matters required to meet local or peculiar needs of 
the general public. 



Partisan Claims of Benefits Attending Government 

Ownership* 

Let us test some of the claims of the partisans 
of government ownership as they have appeared in 
the public prints. They claim that their plan will 
accomplish the following results : 

Eliminate fraud in financing railroads. This may 
be accomplished by national incorporation of rail- 
roads and supervision of the issue of securities by 
Federal Commissions. 

Take what they describe as the most gigantic 
taxing power in the world from the railroads* If the 
payment of charges for transportation is in fact 
taxation, it is now in the hands of the Interstate 
Commerce Commission and the regulating commis- 
sions of the various states — ^not in the hands of the 
railroads — for the Commissions regulate the rate 
of this form of taxation to any extent they desire 
short of actual confiscation of the property. If a 
Federal Commission, under government ownership, 
reduced rates to the extent that net earnings were 
less than a fair return on the value of the property 
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used, the public would pay the deficit in some other 
form of taxation. That is, general property would 
be taxed for a service rendered to commerce. 

Wipe out preftfential rates. The government 
has as much power now to prevent discrimination 
in rates as if it owned the railroads. The problem 
of eliminating preferential rates is the same under 
government as under private ownership. 

Eliminate railroads from politics. It has not done 
so in any country owning and operating its railroads. 
It has in fact involved them more deeply in politics. 
The experience of Canada, Germany, France, Italy 
and Australia, as stated by their own officials and 
authorities, indicates this clearly. The early ex- 
perience of Pennsylvania, Missouri and Georgia, in 
our own country, substantiates the foreign evidence. 

Give labor better wages and steadier employ- 
ment. This would happen as to the better wages, 
but it is difficult to understand how wages may be 
raised and rates reduced at the same time, as they 
claim rate reduction as one of the advantages of 
their plan. If labor had steadier employment than 
it now has it would have to "loaf" part of the time 
at public expense or be less efficient in performing 
its work. 

Will make operation safer for employees. The 
Interstate Commerce Commission now has ample 
power to compel the adoption of any safety appli- 
ance it approves and it is constantly investigating 
means of making operation safer for employees. It 
could accomplish no more under any plan. Evi- 
dently this and the preceding claim are made with 
the intent of securing the support of railway labor 
for the plan. They can not be intended seriously. 

Co-ordinate railroad and water transportation 
along natural lines. The Interstate Commerce Com- 
mission has the power, and has exercised it on many 
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occasions, to force railroads to join water transpor- 
tation companies in making through rates lower by 
the rail and water lines than by the all-rail lines. 
It has in addition forced the railroads to dispose of 
their holdings in water transportation facilities. 
Government ownership could not invest any greater 
power in the regulating authority than this. 

End war against waterway improvements. As 
already stated, if such a ''war'' exists it has been 
ineffectual as the public has always been able to 
build such improvements as it deemed advisable. 
They cite the low rates prevailing on water-borne 
coal traffic in Germany as being particularly low. 
As a matter of fact, we now move coal on the Ohio 
and Mississippi Rivers at the lowest rates in the 
world, viz., 0.68 mills per ton mile. The government 
engineers estimate that when the improvements in 
the Ohio River are completed the cost will be 0.4 
mills per ton mile. 

It will be noted that when the improvement of 
waterways promises a fair return to the public for 
its expenditure, as it does in the case of the Ohio 
River, the public have been able to obtain the appro- 
priation necessary to pay for such improvement. 

Furnish safe investment for citizens of the United 
States. The proposed plan for government guar- 
antee of interest will accomplish the same purpose. 
It will also furnish a valuable check on the efficiency 
of operation and the fairness of regulation of rail- 
roads, which the government ownership plan will 
not provide. 

How Government Ownership Is To Better and 

Cheapen Transportation. 

The partisans of government ownership claim 
that transportation will be better and cheaper under 
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their plan than under existing conditions, on the fol- 
lowing grounds : 

Government can borrow money at a lower rate 
of interest than railroads. This is true. They also 
claim that the annual saving at 8% will be 414 mil- 
lion and at 4%, 300 million. The same saving may 
be effected by government guarantee of interest on 
railroad issues. The plan for effecting this has been 
explained in detail in the preceding chapter. 

Greater efficiency wider government ownership. 

For some years every President, irrespective of party, 
has urged on Congress the necessity for reforms in 
the conduct of government business, stating that the 
existing system was grossly inefficient. That each 
succeeding President makes the same appeal is proof 
that the gross inefficiency still persists. It is highly 
improbable that if government is inefficient with 
469,000 civil employees it would suddenly become 
efficient by adding 2,600,000 employees to its pay- 
rolls. 

Franklin K. Lane, now Secretary of the Interior, 
was for many years one of the most highly respected 
members of the Interstate Commerce Commission. 
He has never been accused of partiality toward rail- 
roads, even by their bitterest enemies. In 1912 he 
said, in regard to government operation of railroads : 
''No one who has had experience in government 
affairs would be bold enough to say that the govern- 
ment of the United States could now operate the 
250,000 miles of railway with as much satisfaction 
to the people as the railroads themselves are now 
being administered." 

Avoid duplications of expense caused by competi- 
tion between railroads in the matter of service. As 

heretofore pointed out, this may be done by allowing 
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railroads to pool their traflftc. It only involves the 
repeal of the Sherman Anti-Trust law in its applica- 
tion to railroads. 

Save rebates to industrial lines. Unless the gov- 
ernment purchased such lines, it would have to pay 
for their use just as the railroads do at the present 
time. The courts would not allow the government 
to confiscate them. The Interstate Commerce Com- 
mission has the power, and has always exercised it, 
to prevent improper payment to industries for the 
use of their tracks when the facts sustain the charge 
that such payments are improper. 

Complaints that railroads grant rebates to in- 
dustries, through undue allowances for the use of 
their industrial tracks, originate usually with ship- 
pers who are not so favorably situated as the in- 
dustry owning the facilities in question. The Fed- 
eral Commission has been particularly alert in such 
matters and has afforded complaining shippers 
ample opportunity to substantiate their complaints. 
In most cases investigation has shown the allow- 
ances to be fair and in all cases the Commission has 
enforced reductions in allowances when they have 
been proven to be unfair. 

Save the profits that the railroads now make on 
mail and express. The railroads now receive less 
for carrying mail than the service costs them. 
Within eighteen months the Interstate Commerce 
Commission — after a thorough investigation — ^has 
allowed express companies to increase their rates to 
avoid confiscation of their property. 

Save excessive payments made by railroads for 
the use of Pullman and refrigerator cars. The In- 
terstate Commerce Commission at the present time 
has sufiicient power to regulate such payments and 
correct any abuses that can be proven to exist. 
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Reduce overiiead charges enonnoiialj. Such 
a claim has no foundation in fact, as there is no 
previous experience on which to base it. As hereto- 
fore noted, an organization competent to administer 
250,000 miles of railroad has never existed. Per- 
fecting it will require years of experimenting, which 
will certainly be expensive. There are isolated cases 
in which economies may be effected in administra- 
tion by combinations of railroads, such as the one 
noted in connection with the N. Y., C. & St. L. R. R. 
and the New York Central system. In such instances 
the repeal of the Anti-Trust law is all that is re- 
quired. 

The present New York Central System represents 
186 predecessor companies. It does not follow that 
because the consolidation of these roads into one 
system, aggregating several thousand miles of line, 
has effected large economies in cost of operation, 
that similar additional economies nught be effected 
by consolidating 250,000 miles of line into one 
system. 

A railroad Division Superintendent can take care 
of a certain number of miles of railroad, depending 
on the density of traffic carried over it. There are 
definite limitations to the amount of railroad opera- 
tion that he can supervise efficiently. A General 
Superintendent can look after a certain number of 
Division Superintendents and the number is as defi- 
nitely fixed in his case as the mileage is in that of 
the Division Superintendent. A General Manager, 
with the assistance of his General Superintendents, 
can supervise efficiently, the operation of a certain 
mileage of railroad, depending on its traffic density 
and other conditions surrounding it; if his super- 
vision is extended over a greater mileage it is less 
efficient. 
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That is, in the Operating department of a rail- 
road, there are definite limitations to the amount of 
work which any particular official may supervise 
efficiently. On a system with maximum traffic den- 
sity, such as the Pennsylvania, the mileage coming 
under the supervision of the officers mentioned will 
be less than on some of the western systems whose 
traffic density is not so great. The actual work of 
the officers in each instance will, generally speaking, 
be the same. 

The same is true as to the Traffic, Engineering, 
Mechanical, Accounting, Legal and all other depart- 
ments of railroad work. There are very few sine- 
cures on American railroad systems of today. Their 
officers are certainly as fully employed as those of 
any other class of corporations in the country. It 
is difficult to conceive of their performing more, 
under any conditions, than they now do. 

A very large system organization might eliminate 
a few staff officers, such as Mechanical Engineers 
responsible for design of motive power and equip- 
ment; Consulting Engineers responsible for engineer- 
ing standards and other officers of a like character, 
but the saving would be so small on a large system 
that it would probably be expressed in ten-thou- 
sandths of one per cent of total operating expense. 
There are certainly no administration economies of 
great amount that could be effected through further 
consolidation of our larger systems. 

Government could save the profits now made by 
the railroads through the use of larger locomotives 
and cars. The railroads, in fairness, should be al- 
lowed their portion of any benefits accruing from the 
improvements they have made in motive power and 
equipment, the public of course participating there- 
in as well. For the government to take all of the 
benefits to be derived from improvements initiated 
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by the railroads is manifestly unfair— dishonest. As 
a matter of practical fact, increases in wages of em- 
ployees have exceeded in amount all of the econo- 
mies the railroads have been able to effect through 
the use of improved equipment. 

General Statements of Partisans of GoTenunenl 

Ownership. 

The partisans of government ownership have 
made many general statements such as the follow- 
ing: 

It is a settled principle that a private montopalj 
is intolerable and ownership should rest in tfio gor- 
ernment. The quotation from the book of Prof. 
Walther Lotz, the German authority on railroad mat- 
ters, heretofore used, is repeated here in part: **Na- 
tionalization is not by any means a solution of the 
monopoly trouble. Monopoly remains monopoly 
even if it is managed by officials. * * * Xlie 
state is only the national organ of erring men who 
are influenced by their virtues, their faults, their in- 
terests and their passions. And these influences are 
all brought to bear quite as much when the state 
does the managing as when private persons do it. 
* * * ''This is the reason against nationalizing 
the railroads in the United States.'' This sounds 
reasonable enough and has the advantage of being 
based on an expert analysis of conditions existing 
many years. 

The German system, being under one authority, 
insures uniform management. As heretofore stated, 
the German system is not national. There are sev- 
eral systems of roads owned by the various states 
comprising the German empire. Each has its own 
management. The only bond between them is a con- 
stitutional provision that they be operated in the 
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sreneral interest of the empire. The provisions of 
our Constitution in regard to interstate commerce 
and the Act to Regulate Commerce requires the same 
thing. In time of war the railroad system passes 
under a single military management in Germany, 
just as ours would do in like circumstances. Our 
government can operate railroads or anything else 
during a war whenever the national interest demands 
it. It did so repeatedly during the Civil War. 

The railroads of every country in the world ex- 
cept the United States and England are under gov- 
ernment ownership. An authoritative summary of 
the railways of the world is given in the May-June, 
1915, issue of the "Archiv fur Eisenbahnwesen."* 
The table is shown in Appendix — A for the benefit 
of students of government ownership. 

The summary by continents shows: 

State Private 

Railways Railways Total 

Europe 115,181 99,487 214,668 

America 27,998 325,468 356,466 

Asia 43,938 23,112 67,050 

Africa 16,431 11,041 27,472 

Australia 20,359 1,600 21,959 

Total 223,907 460,708 687,615 

The total length of the privately owned railroad 
systems of the United States is more than 30,000 
miles greater than the total mileage of all govern- 
ment owned railroads in the world. Only 32.7% of 
the world's total mileage is government owned. 
Only 7 states and colonies rely wholly on govem- 



*The table appears in the 1915 issue of the ''Rail- 
way Library," which is prepared by Mr. Slason 
Thompson, Director of the Bureau of Railway News 
and Statistics, Railway Exchange, Chicago. 
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ment railroads ; 26 rely wholly on private railroadfl. 
Of 75 nations and colonies, 42 have a majority of 
privately owned mileage and 33 have a majority of 
government owned mileage. In Ehirope alone, srov- 
emment ownership mileage is greater in 11 coun- 
tries, private ownership mileage is greater in 10 
countries ; a little less than 54% of its total mileage is 
government owned. Deducting the mileage of fhe 
United States and Great Britain from the total 
world's mileage, only 55% of the balance ia govern- 
ment owned and 45% is privately owned. 

The statistics are the best available and serve to 
show the fallacy of the claim of preponderance of 
world opinion in favor of government ownership. 
But even if they did not do so, the previous discus- 
sion shows conclusively that the conditions respon- 
sible for government ownership in foreign countries 
are lacking in the United States. No proper con- 
clusion may be drawn from a comparison of two 
systems operating under dissimilar conditions. 

No railroad cmce owned by govenunent has ever 
been returned to private ownership. Ebcperience in 
this country disproves this statement Pennsylvania, 
Massachusetts, North Carolina, Georgia, and Mis- 
souri have constructed and operated lines, all of 
which have passed either into private ownership 
completely or have come under private operation 
through long term lease. Russia's policy has 
changed from private to government ownership and 
back again on several occasions. At the present time 
its policy is that of building strategic lines under 
government ownership and encouraging the building 
of commercial lines under private ownership. 

The fact that railroads administered under the 
supervision of the court during receivership are more 
efficiently managed than in the period prior to die 
receivership, is proof that public o¥mersliip woaM 
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be more efficient In nearly all cases the same offi- 
cials who were at the head of the railroad prior to 
the receivership remain as officers during the re- 
ceivership and subsequent to it. The only change 
usually is in the title, the former President becoming 
the Receiver, while the road is in the hands of the 
court, and becoming President again when its finan- 
cial affairs have been adjusted. It is not reasonable 
to suppose that the mere changing of his title in- 
creases the efficiency of the organization and the 
chief executive of the railroad. 

Receiverships are caused either by dissensions 
among stockholders or the inability of a railroad to 
meet the interest on its bonded debt. The court takes 
charge of the road so that the interests of all par- 
ties may be protected during the adjustment of the 
differences between various stockholders or until 
some plan of financing has been agreed upon which 
is acceptable to the court. During this period of 
adjustment, the court very properly requires that the 
expenditures be confined to the lowest minimum com- 
patible with public safety and the maintenance of 
freight and passenger service and, in consequence, 
iniprovements and extensions which would be made 
during normal conditions are deferred during the 
period of readjustment. This is the explanation of 
the supposed increase in efficiency. 

It has been suggested that the government pur- 
chase a dozen of the great systems of the country 
at a cost not to exceed three billicm dollars and that 
control of these roads would give virtual control of 
the entire railroad business of the country. If the 
government bought the dozen roads and they were 
subject to the same regulations as applied to private 
roads — and in justice they should be — ^the rates and 
practices would remain the same under government 
as under private ownership, as a fair regulating 
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commission would not discriminate on the ba43is of 
ownership. This proposal really implies that the 
government should use its ownership of these roads 
as a club over the private roads; that it should re- 
duce rates so that the business of the private roads 
would become unprofitable and that the government 
would then be able to buy them at a lower price 
than if it bought them all at the beginning. 

It is hardly necessary to say that this would be 
an unwarranted abuse of government power and 
most Americans would regard it as sharp practice, 
tricky and dishonest, accomplishing by indirection 
the confiscation of property which the Constitution 
specifically forbids. Men who propose such dishon- 
est practices are not safe leaders and it is a reason- 
able assumption that if they treated the owners of 
private railroads unfairly in acquiring their prop- 
erty they could not be expected to treat the public 
honestly and fairly after it had been so acquired. 

Fundamental Principles Involved in Government 

Ownership. 

Comparing private ownership with government 
ownership on very broad lines, two diametrically op- 
posed general policies of government must be con- 
sidered, viz., paternalistic and individualistic. The 
latter policy is based on the general proposition that 
all things that can be safely left to the initiative of 
individuals or groups of individuals are better done 
by them than by the government. The paternal pol- 
icy is based on the general proposition that govern- 
ment — being more powerful than groups of in- 
dividuals acting together — should perform all things 
affecting the interest of the public that it is possible 
for it to undertake. 
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Paternalism concentrates vast powers in the 
hands of the few men who are charged directly with 
the administration of the! affairs of government, 
leaving the least possible minimum to individual 
initiative. Individualism distributes authority as 
widely as possible. 

Our government is perhaps more individualistic 
in shaping its general policy than any other in the 
world ; heretofore government has not attempted to 
regulate us so long as we have respected the rights 
and liberties of others. The German government is 
one of the most paternalistic in its general policies ; 
it regulates German life in minutest detail. While 
we recognize that there are some defects in our pres- 
ent system of government, we are very generally 
agreed that we are happier and more progressive 
as a nation than any other in the world. Other 
nations may not subscribe to our opinion entirely, 
but that is the consensus of American opinion, par- 
ticularly at the present time. 

The late Mr. James J. Hill, in an address at 
Syracuse, N. Y., expressed the opinion of the ma- 
jority of American business men on paternalism in 
two striking sentences: ''Paternalism and extrava- 
gance have lived in conjugal union since govern- 
ments began. No decree of divorce can ever be pro- 
nounced between them and their offspring, ineffi- 
ciency, is the perpetual disturber of wholesome busi- 
ness life/' 

When we adopt government ownership of rail- 
roads, we depart abruptly from that principle upon 
which our government, our business and our social 
relations are based. In doing this we make a con- 
fession in the strongest form possible that our prin- 
ciple of government is wrong, at least in its appli- 
cation to the business of transportation. But if it is 
wrong in transportation, which is an indispensable 
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part of all business, may it not be wrong when ap- 
plied to all of our business? Should we not then, 
while investigating the merits of paternalism as ap- 
plied to railroad transportation, investigate its ap- 
plication to all producing business? 

If we base our railroad policy on a paternalistic 
principle and our general business policy on an in- 
dividualistic principle, our policy as a whole will be 
inconsistent — ^it will be neither fish, flesh nor fowl 
and involve two principles of government directly 
opposed to each other. Time may develop the fact 
that on the whole a paternal policy will contribate 
more to national happiness and prosperity than a 
policy based on individual initiative. The writer 
while admitting ignorance of the future, is willing 
to express his disbelief in the probability of our ever 
arriving at such a conclusion. He insists, however, 
that the policy, whichever is selected, be consistent 
at all times. Crossing alien principles — ^paternalism 
and individual initiative — ^will beget a mongrel 
general policy. 



APPENDIX A 

Wmrld't Railroad* State-Owned and Tola] Hileatet. 

Year 1913** 

EUBOPB 
^MllM«e in :B18-J4Lo(Un«. Inluib. 
Bta.ta Total p«rll>0 permL 

Countries. railways, railways, so. miles, oflln*. 

Oennany 3e,G3S SS.GIS IS.O l.tBS 

Austria -Hungary (Includlns 

BoBDia and HenegoTlna) . . . . il.SBl 

Great Britain and Ireland 

France E,E)T 

Ruesla In Europe (Including: 

Finland, i,82S miles) 34,GOS 

Italy »,0T0 

Belgium S,68S 

Luxemburg 1E2 

Netherlands 1,111 

Swltierland MB8 

Portugal.! '.'...'.'.'.'...'.'.'. '"tU 

Denmark 1.31G 

Norway I,e31 

Sweden S,858 

Servla 6IS 

Roumanla 1,200 

Bulgaria '..'..'.'.'..'.'.'...'.'.'.'. "1,197 

Turkey m Europe 

Malta, Jersey, Isle of Man 

Total tor Europe, 1)18.... 11E,181 214,<6S M S.04I 

AMERICA 

Canada l.TRS 3»,238 0.8 2«5 

United Stfttee of America {in- 

elusive of Alaska, iES miles) ]G4,T6> 7.1 881 

Newfoundland 788 l.S SM 

Mexico 12,824 1E,MB 2.1 922 

Central America SE8 8,001 .... 

Greater AnUlles U9 8,8*8 

Leaser Antilles ISB 

Colombia 110 «20 «.18 7,881 

Venezuela S8 888 U.lt 8,840 

British Oulana 104 0.11 2,819 

I>utch Outana 87 

Bcuador 

Peru 1,060 

Bolivia 

Brazil e,712 

Paraquay 

Uruquay 

ChlU 1,977 

Argentine Republic 8,4BZ 

Total for America 27,998 

■*From "ArchlT tax xasenbahnweBsen," May-June, 191E. Re- 
printed In "RftUway Ubrary and EHatlstlos," leiG edition. 
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4.0 


1,644 


1,197 


8.2 


>,G84 




1.9 


G,«40 


88 


16.1 


E,87« 



6E0 


n.64 


t.lGO 


1,71B 




1,781 


I,4B9 


«.81 


1.E07 


16,491 


0.48 


1,618 


231 


0.16 


1.784 


1,686 


2.4 


637 


S,»49 


1.8 


840 


20.E9B 


1.9 


338 


IE3,4e6 








OUR TRANSPORTATION PROBLEM. 

The railroad horse has been a faithful beast of 
burden for American commerce. He has pulled its 
commodities from the Atlantic over the AUeghenies 
in the east, across the fertile central prairies, the 
blistering plains and arid deserts of the west, over 
the Rockies, Sierras and Coast Range to the Pacific 
and through the great central Mississippi Valley 
from the Great Lakes and Canada to the Gulf. 
Heretofore he has never balked. When we have 
given him the word, he has always pulled, steadily 
and effectively, whether across bog and swamp or 
over steep hill and high mountain. 

At times he has kicked over the traces at his 
driver, but at the word to go he has always pulled. 
At times he has been found in the public cornfield 
getting more than his allotted feed, but he has been 
charged with eating com that in fact went to fatten 
the hogs of the Manufacturer, the Farmer, the 
Miner, the Packer and the Merchant. He has never 
been foundered by overfeeding. 

He is a valuable animal, having cost us some 16 
billion dollars. He requires the work of 1,800,000 
Americans in maintaining and serving him. It costs 
us about 314 billions of dollars a year to feed him. 
His welfare is therefore a matter of very great 
economic importance to us. 

If for only a week or so he should refuse to pull 
we would freeze and starve in the big cities, our in- 
dustrial plants would close, our lamps remain unlit 
at night, our street cars stop ; we should have to con- 
fine our journeys to short distances. He is most 
essential to our social comfort and our business wel- 
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APPENDIX A— Continued 



ASIA 



Countries. 



r-Mlleasre 

State 
railways. 



inl91S->MLof line Inhab. 

Total perlOO permL 

railways, sq. miles, of line. 



Central Russia in Asia, includ- 
incT Siberia and Manchuria. . 6,788 

China 

Japan (includingr Corea) 4,859 

British India 29,252 

Ceylon 

Persia 

Asia Minor, Syria, Arabia, in- 
cluding Cyprus 910 

Portugruese Indies 

Malay Archipelago 

Dutch Indies 1,688 

Siam 696 

Cochin China 



Total for Asia 43,938 

AFRICA 

Egypt 2,908 

Algiers and Tunis 1,799 

Belgian Congo 

South African Union, including 
Cape Colony, Natal, Central 
South Africa and Rhodesian 

railways 7,829 

Colonies — 

German 2,589 

English 1,811 

French 

Italian 

Portuguese 



Total for Africa 16,481 

AUSTRALIA 

New Zealand 2,864 

Victoria 8,689 

New South Wales 8,922 

South Australia 2,076 

Queensland 4,614 

Tasmania 606 

West Australia 2,848 

Hawaii, etc 



9,864 

6,109 

6.811 

84,67? 

608 

88 

8,890 
61 

866 
1,769 

701 
2,292 

67,060 

8,687 

8,967 

862 



10,929 



1. 
2. 
3. 
4. 
5. 



Total for Australia 20,359 

RBCAPrrULATION 

Europe 116,181 

America 27,998 

Asia 43,988 

Africa 16,431 

Australia 20,859 



0.14 

2.7 

1.8 

2.4 

0.006 

0.48 

8.6 

8.6 

0.8 

0.82 



1.0 
1.1 



68.760 

9,487 

8.960 

6.720 

268,800 

6,760 

11.620 

840 

16.128 

18.440 



8,048 
1.698 



2,689 


. • • • 




2,860 


. • • . 




1,996 


. . • • 




96 


.... 




1.007 


• • • • 
• . • • 




27,472 




2,888 


8.7 


S64 


8,664 


4.2 


S47 


4,088 


1.8 


881 


2,808 


0.16 


181 


4,807 


0.64 


188 


699 


2.7 


266 


3,422 


0.82 


188 


88 


1.8 
<V.64 


1,241 


21,969 

.•XT 


878 


N 
214,668 


6.6 


2,042 


368,466 


• • • • 




67,060 


.• • ■ 




27.472 


. . • • 




21,969 


0.64 


278 



Total 223,907 



684,616 



APPENDIX B iii 

SUte Railroad Tazw Year 1914. 

Per mil* 

State. Amount. of lln«. 

1 New Jer»ey ...I 9,HU.7tl IS.068 

S Ithode Island 3S5,2B2 1.846 

S DlHtrlct of Columbia S7.3M 1.678 

4 MasaachusettB 3,212,883 l.&GO 

5 New Tork Ii),70»,7a2 I.Sll 

6 Ohio 9,2S6,37S 1,082 

7 Connecticut 1,018,836 1,017 

8 Washineton 4,880.609 9)6 

9 Pennsylvania 8,824,383 821 

!« Maryland 983,434 73a 

U Oregon 1,730.286 «SS 

12 Illinois 8,097,546 676 

18 Indiana 4,380.662 670 

14 California 4,025,689 666 

16 Idaho . 1,788.926 662 

16 :iM«w Hampshire 802,313 649 

17 Wisconsin 4.387,646 619 

18 Kentucky 2,188,644 819 

19 Minnesota 6,396,777 606 

20 VlrginU 2,428.900 678 

21 West Virginia 1,700,479 567 

22 Oklahoma 3.391.688 646 

2! Utah 1,096.726 641 

24 ArlBona 1,133,461 626 

2G Michigan . 4,316,394 619 

26 Vermont. 499,224 EOl 

27 Maine 1,060,326 49« 

28 Nevada 983,927 472 

29 Arkansas 2,018,698 466 

30 Tennessee 1,644,120 448 

31 Wyoming 789.340 448 

33 Delaware 149,402 446 

38 Montana 2,119,912 446 

S4 New Mexico 1,276,841 443 

35 Mississippi 1,703,928 142 

36 Nebraska 3,694,861 420 

87 Kansas 8,693,097 396 

38 Louisiana 1,778,823 381 

89 Colorado 2,038,619 373 

40 Alabama 1,766.382 367 

41 North Dakota 1.782,144 364 

42 Iowa 8.283,344 887 

43 North Carolina 1.449,441 836 

44 Texas 4,382,808 299 

46 South Carolina 938,990 288 

46 Florida 1,207.674 281 

47 Missouri 2.172,383 378 

48 Georgia 1,830,601 277 

49 South Dakota 1,061,208 2GE 

Total United States •1136,363,054 3679 

•EtecitideB |4.' lis aasMoed by t ' United States Kov«ra- 
ment and other n j on Canai 
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